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One decision the wise employer 
leaves to his secretary 


HIS IS OUR PLEA for your secretary. Let her pick her own type- 
writer . . . asa favor to her that will turn into a favor for you! 
Why? Because she'll do better work faster on the machine of her 
choice, the one that suits her style of typing best. And it’s only human 
nature for a spirited, competent young woman to show greater loyalty to 
that employer who respects her wishes in such an important matter as 
the make of machine she uses. 
So, if it’s new-typewriter time in your office, let your secretary decide! 


Less physical effort on the Royal. Whether her typing touch is light 
or heavy, a simple twist of Royal’s Touch Control* dial will adjust the 
keys to her exact pressure. To change margin stops, just flick the 
MAGIC* Margin lever, and—click . . . it’s set! Changing ribbons, too, 
is only a matter of moments on a Royal. No messy fingers! 

Less nerve and eye strain. On the Royal, no flashing type bars blur 
the eyes. Nor does the carriage clatter and pop up when the shift key is 
struck. The Royal has a quiet, locked, bob-less shift. Finger-comfort 
keys and Royal’s no-glare finish eliminate dancing light reflections. 


ROYAL worto’s numeer 1 FYPEWRITER 


* Trade-marks Reg. U. S. Pat. Off 
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DOING THINGS TWICE- 


THATS WHAT COSTS! 
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RETYPE ANYTHING — USE 


DITTO 
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ACCOUNTING COURSE 
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O HELP you in making suggestions, 
when asked by employees or by per- 
sonal acquaintances to suggest a plan of 
accounting training, your attention is 
called to the educational organization of 
the International Accountants Society, Inc. 
The five men composing the Executive 
Educational Committee are responsible 
for I.A.S. educational activities and pol- 
icies, with particular reference to text 
material, research, standards, and tech- 
nical methods. 

The sixteen Certified Public Account- 
ants composing the I.A.S. Faculty are 
actively engaged in preparing text ma- 
terial, giving consultation service, or 
grading students’ papers. Some give their 
time and attention exclusively to I.A.S. 
work. Others who are in actual practice 
of public accounting or corporation ac- 
counting, devote only part time to the 
work. Each subscriber secures the advan- 
tage of having his examinations handled 
by instructors from both groups. 

The forty members of the Advisory 
Board are outstanding Certified Public Ac- 
countants, business executives, attorneys, 
and educators, who counsel with the 
I.A.S. management, upon request, with 
respect to technical accounting, educa- 
tional, and business matters 


The uniformly high caliber of the men who compose the I.A.S. Staff is in itself eloquent testi- 
mony as to I.A.S. training. The cooperation of Staff members in various advisory and consult- 
ing capacities provides the practical, broad viewpoint which is so necessary in adult education. 


To provide additional information which may be of value to you when asked to recommend a training plan, we shall 
be glad to mail you, upon request, a copy of our 52-page booklet *‘ACCOUN TING—The Way to Business Success.” 
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MEETINGS 
OF CONTROLS 


January 
January 7—Buffalo, Twin Cities 


January 8—Baltimore, Con- 
necticut 


January 9—Dayton, Philadel- 
phia 
January 13—Kansas City 


January 14—Cincinnati, Cleve- 
land, Milwaukee, New Eng- 
land 


January 15—Detroit, Syracuse 


January 16—Los Angeles, San 
Francisco 


January 23—New York 


January 27—Pittsburgh, St. 
Louis 


January 28—Chicago, District of 
Columbia 


January 29—Indianapolis, Roch- 
ester 
February 
February 4—Buffalo, Twin 
Cities 
February 5—Connecticut 
February 6—Philadelphia 
February 10—Kansas City 


February 11—Cincinnati, Cleve- 
land, Milwaukee 


February 12—Baltimore, De- 
troit 


February 13—Dayton 

February 17—Syracuse 

February 20—Los Angeles, New 
York City, San Francisco 

February 24—Chicago, Pitts- 
burgh, St. Louis 

February 25—District of Colum- 
bia, New England 

February 26—Indianapolis, 
Rochester 


NOTE: The above are the scheduled 
dates. Some changes may be made. 











“The Controller’ is privileged 
to present as a feature article 
this month the material prepared 
by Mr. Verl L. Elliott, controller 
of Atlantic Refining Company, of 
Philadelphia, and President of 
The Controllers 
America, on the subject of profit, 


Institute of 


and the effect on it of changes in 
prices and volumes—a most in- 
triguing subject, the importance 
of which to controllers and to 
business executives generally can 
not be overestimated. 

Mr. Elliott prepared a series of 
tables and charts, to illustrate the 
points which he makes. The sub- 
ject is presented in this article in 
its simplest form. Only the funda- 
mentals of the plan which he has 
evolved are described This was 
done for the sake of clarity. Mr. 
Elliott is full of the subject. He 
will undoubtedly discuss it in de- 
tail before meetings of The In- 
stitute and of its subdivisions, in 
the months to come. 

It is a particularly timely pres- 
entation in view of the price and 
volume problems which are being 
presented to companies which 
either have, or are considering, 
government contracts. The plan 
will be equally useful in normal 
times. It will be particularly help- 
ful when the present demand for 
manufactured goods diminishes, 
as the defense program tapers off 
in the years ahead, or when eco- 
nomic conditions and _ foreign 
trade necessitate changes in 


manufacturing programs. 
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request. 
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L:ditortal Comment 


HEN drastic changes occur in our economic 

system, it is the controllers of business con- 
cerns who are the first to be called upon to meet 
them—to cushion the shock of the impact of new 
conditions. 

That is what controllers are doing today; that is 
their part in this crisis. Wise controllers also are 
looking ahead to the time when the defense boom, 
or possibly a war boom, comes to an end. 

What might be termed a routine activity by which 
controllers can smooth many a bump in the paths of 
companies executing government contracts, is the 
reducing of delays caused by government red tape. 
These delays can be minimized if controllers will 
keep abreast of developments in the war defense 
production program; if they will discover what the 
government's requirements are, in detail, in such 
matters as auditing, inspection, the terms of con- 
tracts, and the like. 

The controller then can— 


(1) Lessen the shock of changes necessitated by 
the shift from a peace time to a war economy: 

(2) Fortify his company against a collapse when 
the defense or war time boom ends, by insisting on 
following sound accounting principles, and avoid- 
ing over expansion or expansion along unsound 
lines: 

(3) Aid the war defense program and save money 
for both his company‘and the government by mas- 
tering the details of the cumbersome “paper work” 
and minimizing the dragging effects of red tape, 
which the government seems in large measure un- 
able or unwilling to eliminate. 


EPORTS of stockholders soon will be in order, 

from the presidents of corporations whose fis- 
cal years closed at the end of the calendar year, or 
late in the fall. Some interesting thoughts come to 
the fore when annual corporate reports are under 
consideration. 

First, these reports are the sole responsibility of 
the corporation, and should be prepared by the of- 
ficers of the corporation. 

Second, business concerns still have a free hand in 
deciding upon the form and contents of the reports 
to stockholders, as no governmental agency, includ- 
ing the Securities and Exchange Commission, has as 
yet been given authority to prescribe the form and 
contents of such reports, except in the case of invest- 
ment trusts. 

Third, the trend toward illustration and simplifica- 
tion of such reports, so as to make them more readily 
understandable by employees and stockholders, will 
probably be continued and intensified by many com- 
panies, and adopted by additional companies. 

Fourth, the trend toward wider use of the col- 
umnar, comparative form of balance sheet, and of 
the statement of profit and loss, and surplus, will 
probably be followed by more companies than in the 
past. 

Fifth, will the financial statements which are a 
part of the annual reports bear the signature of con- 
trollers, as was suggested one and one half years 
ago by the New York Stock Exchange? 

Annual reports come under closer scrutiny in 
these days than in former years, as the public is to a 
certain extent better equipped than in the past to 
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analyze and comprehend them, because of the em- 
phasis that has been placed on them, because of the 
activities of the Securities and Exchange Commis- 
sion in connection with its routine operations and in 
connection with some spectacular cases in which 
these reports have been found to be worthless, by 
reason of their inaccuracies and other deficiencies. 
Hence, the responsibilities of management and of 
controllers for the correctness and completeness of 
these reports have become more far reaching than at 
any time. 

Controllers should be able to provide manage- 
ments with all the facts and figures, in comprehen- 
sive and understandable form, that will be needed to 
compile satisfactory reports. The textual portion of 
the report is the responsibility of the president, and 
that officer usually takes great personal pride in the 
literary product which he turns out. Controllers 
usually are consulted, and can be helpful to their 
presidents, in the preparation of this portion of the 
report. 

The annual reports presented to the Securities and 
Exchange Commission, by companies which are sub- 
ject to its jurisdiction, must be in such detail and in 
such form as to make them difficult in a measure for 
stockholders and employes to read and compre- 
hend, as compared with the forms generally used by 
corporations in reporting to stockholders. The in- 
formation contained in annual reports to the Securi- 
ties and Exchange Commission is available to stock- 
holders through other channels, and much detailed 
information also must be included in calls for 
proxies, which go to stockholders. There does not 
seem to be any necessity for repeating it in detailed 
form in the annual reports to stockholders. 
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Concerning the comparative form of financial 
statements, a member of The Controllers Institute of 
America recently wrote to The Institute: 


“In the last few years an increasing number of 
corporations have published their annual financial 
statements in comparative form—the Balance Sheet 
showing in columnar form the values as at the close 
of both the current and previous fiscal years, and the 
Statement of Profit and Loss and Surplus showing 
the operating results for both the current and previ- 
ous fiscal years. 

“Financial statements published in this form en- 
able the stockholders and all other interested per- 
sons to visualize better the changes that have oc- 
curred and the progress of the company during the 
year. 

“Some representative public accounting firms are 
now indicating a decided preference for this form of 
presentation and are so advising their clients. 

“T suggest it would be most timely and appropri- 
ate at this time for The Controllers Institute of 
America, through ‘“The Controller,” to urge its mem- 
bership to, if possible, present their published fi- 
nancial statements in comparative form in the in- 
terest of a more adequate disclosure of material 
information.” 

This form is being more widely used each year. It 
has much to commend it. 

There has been no noteworthy change during the 
past year in the attitude of managements or of con- 
trollers toward the suggestion that controllers sign 
the financial statements which are a part of the presi- 
dents’ annual reports. Quite a number of companies 
followed that plan a year ago. Perhaps it will be in 
more general use this year. 
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Effects on Profit of Changes in Prices 


What is the effect of a change in 
your business—either an increase or de- 
crease in prices received or quantity 
of goods sold? If you can approxi- 
mate the effect on your profits of a 
10 per cent change in your business, 
whether it is an increase or a decrease, 
you are to be congratulated. 

It is a regrettable fact that the ac- 
counts of most companies are not so 
arranged that the above questions can 
be answered readily. In business estab- 
lishments, both large and small, it is 
exceedingly difficult for accountants 
and operating managements to be suffi- 
ciently well informed of every detail 
as to predict accurately the effect of 
changes in their business. 

Changes in profits may be divided 
into three main causes: 


1. Selling prices 

2. Quantity (volume) of goods 
sold 

3. Costs (a. Fixed, b. Variable) 


The selling prices and quantity of 
goods sold usually do not present any 
difficulty to obtain. Proper costs have 
always been very difficult to ascertain 
in most businesses where extensive 
manufacturing processes are used. If 
one or a few raw materials are used 
to produce a large number of finished 
products, cost problems increase ma- 
terially. One of the most difficult cost 
problems arises when it is desired to 
know how much costs will change if 
the quantity (volume) of goods in- 
creases or decreases—say 10 per cent. 
from the normal quantity manufac- 
tured and sold. 


FIXED AND VARIABLE COSTS 


Unfortunately for the cost account- 
ant, all items of costs do not increase 
or decrease alike when the quantity of 
goods produced changes. A study of 
the different elements of costs soon 
reveals that some costs increase di- 
rectly in proportion to the increased 


and Volumes 


By Verl L. Elliott 


quantity of goods produced. This kind 
of a cost is a variable cost, since it 
varies almost exactly with the changes 
in quantity of goods made. Purchased 
raw material from which the products 
are manufactured is usually a variable 
cost. Piece work payroll costs are an- 
other example of variable costs. 

The study will reveal also that there 
are some costs that do not change with 
a moderate increase or decrease in the 
quantity of goods manufactured. This 
kind of a cost is a fixed cost. Salaries, 
real estate taxes, and depreciation (if 
on a life basis) are usually regarded as 
fixed costs. 


SELECTING PROPER Cost CYCLE 


Before leaving the discussion of 
fixed and variable costs, on which a 
whole article could well be written, it 
should be said that some expenses are 
semi-fixed or semi-variable. A manu- 
facturing company may have a power 
contract with a public utility company, 
which provides for a minimum charge 
of $1,000 per month, and the rate for 
electricity may decrease per kilowatt 


hour in step rates or brackets as more 
current is used. The minimum charge 
of $1,000 per month is a fixed expense 
since it must be paid regardless of the 
quantity of goods manufactured. The 
other portion of the power bill is a 
variable expense. 

If proper unit costs are to be ascer- 
tained, the proper cost cycle must be 
selected. Most accountants are accus- 
tomed to compiling costs on the basis 
of a calendar year or some division 
thereof, such as the monthly, quarterly, 
or semi-annual period. Sometimes a 
longer period than a year is necessary 
to provide a complete cost cycle. Some 
pieces of equipment require shutting 
down and major repairs every eighteen 
months, in which event a single yearly 
cost statement is quite unsatisfactory 
for obtaining proper costs. In the case 
of marine transportation, the periodical 
four-year trips to dry dock, where ex- 
tensive repairs may be made, will 
greatly influence costs unless proper re- 
serves are provided for these repairs. 
These are not depreciation reserves, but 


(Please turn to page 11) 





agement. 





This article, by Mr. Verl L. Elliott, controller of Atlantic Re- 
fining Company, and President of the Controllers Institute of 
America, is doubly vaiuable at this time when volumes of pro- 
duction are being increased in certain lines of manufacture, and 
possibly decreased in other staple lines; when prices of goods 
made for war defense purposes, under contracts with govern- 
mental agencies, are such an important factor; and when the 


tax burden looms so large in the eyes of controllers and man- 


Even in normal times the plan described by Mr. Elliott would 
be exceptionally helpful to business concerns. It is an article 


calculated to stimulate the thinking of controllers. 


—THE EDITOR 
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Normal: 


(Costs 79% Fixed at Normal Volume) 


COMPANY sales 
Variable Costs 
"¢ Marginal Balance 
Fixed Costs 


Profit 

Change in Profit 

Profit on Investment 
Break-Even Point In Sales $s 


(Costs 50% Fixed at Normal Volume) 


COMPANY Seles 


Variable Costs 


- B ee Marginal Balance 
Fixed Costs 
Refer to 
Chart I Profit 


Change in Profit 
Profit on Investment 
Break-Even Point in Sales $s 


(Costs 25% Fixed at Normal Volume) 


Sales 
COMPANY Variable Costs 
rT) A" Marginal Balance 
Fixed Costs 


Profit 
Change in Profit 
Profit on Investment 


Break-Even Point in Sales $s 


* Denotes Red Figure (Loss) 


TABLE I 
EFFECT OF PRICE CHANGE UPON NET PROFIT 


Sales of 100,000 Units at $1.00 Per Unit. 


DECREASE 
20% 10% 
$80,000 $90 ,000 
21,000 21,000 
59 ,000 69,000 
63,900 63,000 
$ 4,000* $ 6,000 
-125.00% -62.50% 
2.00%" 3.00% 
$85,424 $82,174 
$80,000 $90,000 
42,000 4o,000 
38 ,000 4g ,000 
42,000 42,000 
$ 4,000* $ 6,000 
-125.00% -62.50% 
2.00%" 3.00% 
$38,421 $78,750 
$80,000 $90 ,000 
63,000 63,000 
17,000 27,000 
21,000 21,000 
$ 4,000* $ 6,000 
-125.00% -62.50% 
2.00%" 3. 

$98,824 $70,000 


Investment of $200,000 


NORMAL 
VOLUME 


$100 ,000 
21,000 
79,000 
63,000 


$ 16,000 


8.00% 
$ 79,747 


$100 ,000 
42,000 
58,000 
42,000 


$ 16,000 


8.00% 
$ 72,414 


$100 ,000 
63,000 
37,000 
21,000 


$ 16,000 


8.00% 
$ 56,757 





EFFECT OF PRICE CHANGE UPON NET PROFIT 


(Fixed Costs 50% of Total at Normal Volume) 
(Annual Basis) 





INCREASE 
1% 
$110,000 $120,000 
21,000 21,000 
89,000 99,000 
’ 63,000 63,000 
$ 26,000 $ 36,000 
+62.50% +125.00% 
13.00% 18.00% 
$ 77,865 $ 76,364 
$110,000 $120 ,000 
42,000 42,000 
68 ,000 78,000 
42,000 42,000 
$ 26,000 $ 36,000 
+62.50% +125 .00% 
13.00% 18.00% 
$ 67,941 $ 64,615 
$110,000 $120,000 
63,000 63,000 
47,000 57,000 
21,000 21,000 
$ 26,000 $ 36,000 
+62.50% +125.00% 
13.00% 18.00% 
$ 49,149 $ 44,211 
CHART I 
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TABLE II 


EFFECT OF VOLUME CHANGE UPON NET PROFIT 


Normal: Sales of 100,000 Units at $1.00 Per Unit. 


Investment of $200,000 
































DECREASE NORMAL INCREASE 
(Costs 75% Fixed at Normal Volume) 10% VOLUME 10% 
Sales $80,000 $90 ,000 $100,000 $110,000 $120,000 
COMPANY Variable Costs 16,800 18,900 21,000 23,100 25,200 
& Marginal Balance 63,200 71,100 79,000 86,900 94,800 
Fixed Costs 63,000 63,000 63,000 63,000 63,000 
Profit $ 200 $ 8,100 $ 16,000 $ 23,900 $ 31,800 
Change in Profit -98. 75% -49, +49. 38% +98. 75% 
Profit on Investment -10% 4.0 8.00% 11.9% 15.90% 
Break-Even Point in Sales $s $79,747 $79,747 $ 79,747 $ 79,747 $ 79,747 
(Costs 50% Fixed at Normal Volume) 
Sales $80 ,000 $90 ,000 $100,000 $110,000 $120,000 
COMPANY Variable Costs 33,600 37,800 42,000 46,200 50,400 
’ B we Marginal Balance 46,400 2,200 58 ,000 63,800 69,600 
Fixed Costs 42,000 2,000 42,000 42,000 42,000 
Refer to 
Chart II Profit $ 4,400 $10,200 $ 16,000 $ 21,800 $ 27,600 
Change in Profit -72.50% -36.25% +36, 256 +72.50% 
Profit on Investment 2.20% 5.10% 8.00% 1 13.80% 
Break-Even Point in Sales $s $72,414 $72,414 $ 72,414 $ 72,414 $ 72,414 
(Costs 25% Fixed at Normal Volume) 
COMPANY _ Seles $80,000 $90,000 $100,000 $110,000 $120,000 
Variable Costs 50,400 56,700 63,000 69,300 75,600 
a” Marginal Balance 29,600 33,300 37,000 40, 700 44 HOO 
Fixed Costs 21,000 21,000 21,000 21,000 21,000 
Profit $ 8,600 $12,300 $ 16,000 $ 19,700 $ 23,400 
Change in Profit 46. 2m% -23.19% +23.1% +46. OF% 
Profit on Investment 4.30% 6.15% 8.00% 9.85% 11.70% 
Break-Even Point in Sales $s $56,757 $56,757 $ 56,757 $ 56,757 $ 56,757 
EFFECT OF VOLUME CHANGE UPON NET PROFIT CHART II 
(Fixed Costs 50% of Total at Normal Volume) 
(Annual Basis) 
u $ tnt 
COMPANY B % PROFIT ON INVESTMENT OF $200,000 
Figures shown 2.20 5,10 8, 00 10,90 13, 80, 
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TABLE III 
EFFECT OF INVERSE CHANGES OF PRICE AND VOLUME UPON NET PROFITS 


Normal: Seles of 100,000 Units at $1.00 Per Unit. Investment of $200,000 


VOLUME DECREASE & 





VOLUME INCREASE & 



































PRICE INCREASE NORMAL PRICE DECREASE 
(Costs 75% Fixed at Normal Volume) 20% 10% VOLUME 10% 20% 
Sales $96 ,000 $99,000 $100 ,000 $99,000 $96,000 
COMPANY variable Costs 16,800 18,900 21,000 232100 ta 
i Marginal Balance 79,200 80,100 79,000 75,900 70,800 
Fixed Costs 63,000 63,000 63,000 63,000 63,000 
Profit $16,200 $17,100 $ 16,000 $12,900 $ 7,800 
Change in Profit +1.29% +6. -19.37% -51.25%6 
Profit on Investmont 8.1 8.55% 8.00% 6.45% 3-908 
Break-Even Point in Sales $s $76, $77,865 $ 79,747 $82,174 $85,424 
(Costs 50% Fixed at Normal Volume) 
Sales $96,000 $99,000 $100,000 $99,000 $96,000 
COMPANY Variable Costs 33,600 37,800 42,000 46,200 50,400 
“6° Marginal Balence 62,400 61,200 58,000 52,800 45,600 
Fixed Costs 42,000 42,000 42,000 42,000 42,000 
Refer to 
Chart III Profit $20,400 $19,200 $ 16,000 $10,800 $ 3,600 
Change in Profit +27.50% +20.00% -32.50% -77-50% 
Profit on Investment 10.20% 9.60% 8.00% 5.40% -80% 
Break-Even Point in Sales $s $64,615 $67,941 $ 72,414 $78,750 $88,421 
(Costs 25% Fixed at Normal Volume) 
Sales $96,000 $99,000 $100 ,000 $99,000 $96,000 
COMPANY Variable Costs 50,400 56,700 63,000 69, 300 75,600 
u A" Marginal Balance 45,600 42,300 37,000 29, 700 20 ,400 
Fixed Costs 21,000 21,000 21,000 21,000 21,000 
Profit $24,600 $21,300 $ 16,000 $ 8,700 $ 600° 
Change in Profit +53.75R +33.19% -45.62% -103.75 
Profit on Investment 12.30% 10.65% 8.00% 4.35 - 30%" 
Break-Even Point in Sales $s $44 211 $49,149 $ 56,757 $70,000 $98,824 
* Denotes Red Figure (Loss) 
EFFECT OF INVERSE CHANGES OF PRICE AND VOLUME UPON NET PROFITS CHART III 
(Fixed Coste 50% of Total at Normal Volume) 
(Annual Basis) 
M$ ANY tm tt 
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PROFIT FROM INVERSE CHANGES or PRICE AND VOLUME CHART IV 


(Annual Basis) 


EFFECT UPON NET 
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POINT OF MAXIMUM RETURN 


These curves are premised oo the theory of @ percent ¢/ | 
increase in Price or Yoluse coupled with an identical 
percent decrease in Voluse or Price. An exaple: on 

} curve “C when operating at normal volume (100 M Units) 
the rate of profit is @%. Then opernting at @ 20% 

| increase in volume (120 M Units) the price per mit 

| hee decreased 20%, and the rate of profit at this point | | 

| e1ll be epproziaately 3.9%. 






























BREAK EVEN LINE 
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COST PER UNIT AT VARIOUS SALES VOLUMES 
{Annual Basis) 
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CHART VI 
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Effects on Profit 
(Continued from page 6) 
are special reserves for dry docking or 
major repairs. 


TABLES AND CHARTS 


The three tables appearing on the 
following pages show the effect on 
profits of companies having different 
percentages of fixed and variable costs. 
Company ‘‘A”’ has fixed costs of 25 per 
cent. (variable costs of 75 per cent.), 
Company “‘B”’ has fixed costs of 50 per 
cent., and Company “‘C”’ has fixed costs 
of 75 per cent. when operating at nor- 
mal capacity. All three companies have 
the same net investment of $200,000 
and their normal business consists of 
selling 100,000 units at $1.00 per unit, 
resulting in a profit of $16,000 each, 
or a profit of 8 per cent. on the net in- 
vestment. 


PricE Is Most POTENT FACTOR 


Sometimes the “Captain” of an in- 
dustry foolishly thinks (and sincerely 


1o9--- | }---4 L. }---4 }-——-4 
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SYMBOL 

FIXED KON CASH ESS (DEPRECIATION) 
FIXED CASH [S—_](LABOR, ETC.) 
VARIABLE CASH [[]]][]]]] (RAW MATERIAL, ETC. ) 


+ 


BREAK EVEN LINE 











a4) 7c 30 90 1 


THOUSAND UNIT7S 


believes) that a 10 per cent. increase in 
quantity (volume) of goods sold will 
offset a 10 per cent. decrease in price, 
and operates his business accordingly. 
Soon he finds that his “figuring on the 
cuff” method of budgeting or forecast- 
ing profits is “all wet.” He is be- 
wildered but does not know where the 
error is. 

Table I shows the effect of price 
changes upon net profit. Chart I shows 
the effect of price changes for Com- 
pany “‘B” which has fixed costs of 50 
per cent. and variable costs of 50 per 
cent. at normal capacity of 100,000 
units. It will be noticed that a 10 per 
cent. increase in price (with no change 
in quantity sold) increases the profit 
$10,000, which is a profit increase of 
62.5 per cent. 

Table II shows the effect of volume 
(quantity) change upon net profit. 
Chart II is made from the figures of 
Company “B.” It will be noted that 
for Company ‘B” a 10 per cent. de- 


ilo 120 13¢ 140 


crease in price, as shown in Table I, 
the profit was decreased by $10,000 or 
62.5 per cent., whereas a 10 per cent. 
decrease in volume (quantity) de- 
creases profit by only 36.25 per cent., 
as shown in Table II. A study of the 
figures in Tables I and II will reveal 
that changes in prices will affect profits 
more than a similar change in volume, 
whether the company has fixed ex- 
penses of 25 per cent., 50 per cent., or 
75 per cent. Therefore, selling price 
is more important than quantity sold 
as far as profits are concerned. 

When a company’s costs are 50 per 
cent. fixed and 50 per cent. variable 
at normal capacity (per Company “B” 
in Table I and II) an increase of 20.83 
per cent. in quantity of goods sold is 
necessary to offset a 10 per cent de- 
crease in the unit selling price. If 
costs are 25 per cent. fixed and 75 per 
cent. variable, it is necessary to in- 
crease the quantity of goods sold by 
37.04 per cent. to offset a 10 per cent. 
decrease in the unit selling price. 
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BREAK-EVEN POINTS VARY 


The amount of sales necessary to 
break-even, i.e., point at which there 
will be neither profit nor loss, is ascer- 
tained by dividing the dollars of fixed 
expenses by the marginal balance (sales 
ptice less variable cost per unit). Ex- 
ample: Chart I shows Company “B” 
at normal volume has fixed expenses 
of $42,000. The unit selling price is 
$1.00 and the variable costs are 42c, 
resulting in a gross margin (sometimes 
called contribution toward profit) of 
58c per unit. Accordingly, the $42,000 
— 58c = 72,414 units of sales neces- 
sary to break even. To ascertain the 
sales dollars necessary to break even, 
multiply the number of units by the 
selling price. 


INVERSE CHANGES OF PRICE AND 
VOLUME 


Table III and Chart III show the 
effect of inverse changes of price and 
volume (quantity) of goods sold on 
profits. It will be noted that Company 
“B” (with 50 per cent. fixed costs at 
normal volume) may increase profits 
by decreasing the volume if a corre- 
sponding increase in price can be ob- 
tained; but that profit decreases if the 
volume of goods sold increase is ac- 
companied by a corresponding decrease 
in price. 

Chart IV shows the point of maxi- 
mum profit for Companies ‘‘A,” “B” 
and “C’”’ based on the effect of inverse 
changes of price and volume. 

Table III and Charts III and IV 
again emphasize that selling price is 
more important than quantity sold, 
profitwise. 

Charts V and VI are familiar to all 
good accountants. Chart V shows that 
a company with a high fixed cost will 
have high unit costs when operating 
at less than normal volume, and low 
unit costs when operating at greater 
than normal volume. A company with 
low fixed costs fares better than a com- 
pany with high fixed costs on subnor- 
mal volume, but not so well on ab- 
normal volume. It is for this reason 
that a company with 50 per cent. fixed 
costs weathers the entire business cycle 
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of depressions and booms better than 
others, if properly financed. 

Chart VI shows graphically the para- 
dox that total fixed costs become vari- 
able cost per unit and total variable 
costs become fixed costs per unit. 


CONCLUSION 


The principal purpose of this article 
has been to demonstrate that price is a 
more important factor than quantity 
or volume of goods sold under the 
conditions described. It is hoped that 
the remarks pertaining to the division 
of costs into the fixed and variable 
elements will stimulate interest in this 
direction, so that those controllers who 
have not yet separated their costs ac- 
cordingly will give serious considera- 
tion to it. This knowledge is a valuable 
tool to management, if properly used. 
When a controller has this information 
concerning his company, he is in a 
position to forecast the result of any 
contemplated change in the business. 
He knows the ‘‘why”’ of profit changes. 

When fixed and variable expenses 
have been separated, the controller can 
prepare ‘‘break-even” charts for the 
business showing the results of changes 
in selling prices, raw material costs, 
manufacturing, and selling expenses, 
whether they happen one at a time or 


in combinations. As shown in Chart 
II, the profit on investment can readily 
be ascertained for any quantity of 
goods sold at any predetermined sell- 
ing price. Expressed otherwise, the 
profit (or loss) can be predetermined 
with the same degree of accuracy that 
other facts of the business are known. 

There are no secrets about how to 
do it, and no complicated mathematical 
formulas are involved—just plain arith- 
metic. Executives who will not read 
or listen to volumes of figures are fre- 
quently fascinated by the “‘break-even”’ 
charts. 

Did the late John D. Rockefeller 
have this principle in mind when, 
many years ago, he said: 


“I knew where I stood at the close 
of every business day. I charted my 
course by figures, nothing but figures. 
I never felt the need of scientific 
knowledge, have never felt it. A young 
man who wants to succeed in business 
does not require chemistry or physics. 
He can always hire scientists. No, he 
should study figures, figures, figures, 
and apply them to his business. What 
does he intend to sell or manufacture 
and how many will buy his product? 
Let him first take paper and pencil and 
study his market and its possibilities. 
Figures come first, always.” 





Company, Philadelphia. 





It is anticipated that copies of this article will be wanted by 
many controllers and financial officers, and arrangements have 
been made to reprint it in considerable quantities. Copies may 
be had by writing Mr. Elliott, controller of the Atlantic Refining 


Mr. Elliott has made an intensive study of this problem, and 
the article printed here is the bare essence of the great volume 
of material which he developed. In preparing this article Mr. 
Elliott purposely condensed the description of the procedure for 
determining the effects on profit of changes in prices and vol- 
umes. He has much additional material bearing on this most 
interesting subject. It will be made available to controllers in 


various forms from time to time. 


—THE EDITOR. 
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Establishment Reporting: What and 
Why? Social Security Jottings 


By John J. Corson 


How many workers employed by au- 
tomobile manufacturing firms are ac- 
tually engaged in airplane production ? 
Do workers in the textile mills of Ala- 
bama retire earlier than similar workers 
in Massachusetts? Does a given in- 
dustry pay higher wages when its 
plants are located in one geographical 
area than when it operates in another ? 
In the future “Establishment Report- 
ing” may help to answer these and 
other related questions. 

Establishment reporting is merely a 
modification of the present system of 
wage reporting under the Federal pro- 
gram of Old-Age and Survivors Insur- 
ance. It would apply only to those em- 
ployers who operate establishments in 
more than one industry or more than 
one area. For example, it would apply 
to a coal mining company which has 
mines in Pennsylvania, Indiana, and 
Kentucky. Another illustration would 
be a firm which produces automobiles 
in one plant and aircraft in another. 

At present, these ‘multi-unit’ em- 
ployers, like other employers, make 
quarterly tax returns to the Bureau of 
Internal Revenue in connection with 
the Old-Age and Survivors Insurance 
program. On these tax returns they 
report the account number, name, and 
taxable wages of each of their employ- 
ees. Under the establishment report- 
ing plan these reports of taxable wages 
paid to each employee would continue, 
but the form of reporting would be 
modified. An employer participating 
in the plan would group together the 
employee wage items on his report ac- 
cording to the place of employment. 
Each group would be identified by 
means of an establishment number. It 
would be necessary to separate only 
those employees in distinct industries 
and in distinct geographical areas. 
More than one establishment in a single 
city, if the nature of the business in 


each establishment is identical, would 
thus be treated as a single establish- 
ment. 


WILL SERVE USEFUL PURPOSES 


Wage reports obtained in this form 
will serve many useful purposes. Al- 
ready a wealth of significant data on 
wages, employment, age distribution, 
retirement ages, and the like, is being 
gathered under the federal insurance 
system. Establishment reporting would 
make it possible to analyze this data 
more adequately by industry and geo- 
graphic area. Employers who have 
come to know the value of census re- 
ports for business purposes will appre- 
ciate the possibilities of this new source 
of current information. 

The statistics yielded by establish- 
ment reporting will also be useful in 
making actuarial estimates in connec- 
tion with the old-age and survivors in- 
surance program. More refined data 
will aid in forecasting future contribu- 
tions and benefit outlays under the in- 
surance system. 

In addition, the establishment re- 
porting plan will serve definite admin- 
istrative needs. It will aid in locating 
and staffing field offices of the Bureau 
of Old-Age and Survivors Insurance in 
accordance with local service require- 
ments. Time and trouble spent in 
checking incomplete or incorrect wage 
reports, which are sometimes difficult 


to clear up because the establishment 
in which the worker was employed can 
not be identified, will be reduced. Simi- 
larly, a cross-reference file of trade- 
names derived from the establishment 
reporting system will aid in solving 
cases where workers claim wages from 
an employer who operates under a 
trade name and reports under an en- 
tirely different name. 

Considerable interest in this new 
plan already has been demonstrated by 
employers. Meetings have been held 
with employer groups to determine 
their reactions to the proposal and to 
explore its requirements. Information 
from several hundred employers to 
whom the plan would be applicable in- 
dicates that most pay-roll systems al- 
ready provide the material for reports 
by establishments. In some cases the 
proposed change will actually simplify 
the preparation of reports. Many em- 
ployers will revise their present reports 
only to the extent of inserting estab- 
lishment numbers agreed upon in ad- 
vance. In other cases the necessary in- 
formation can be furnished with only 
minor changes in the accounting sys- 
tems now in use. Since the plan is en- 
tirely voluntary, no employer need 
make any undesired alterations in his 
recording or reporting methods. The 
larger the number of employers who 
participate, however, the greater will be 
the value of establishment reporting. 





America. 





There are presented here some bits of information concerning 
recent developments in the field of Social Security. The first part 
of this article was written by Mr. John J. Corson, director of the 
Bureau of Old-Age and Survivors Insurance; the notes that fol- 
low were prepared by Mr. Herbert A. Ehrmann, of Consolidated 
Edison Company of New York, Inc., chairman of the Committee 
on Social Security Procedure, of The Controllers Institute of 


—THE EDITOR 








13 








14 


On December 9, 1940, the New 
York State Employers’ Conference held 
its Fourth Annual Forum on the New 
York State Unemployment Insurance 
Law. 

The Conference was attended by rep- 
resentatives of approximately 350 lead- 
ing employers and employer associ- 
ations. The discussion, by experts, 
centered on the administration and fu- 
ture of the State Unemployment Insur- 
ance Law, including a complete review 
and discussion of individual employer 
experience rating. 


The office of the Commissioner of 
Internal Revenue of the Treasury De- 
partment released on December 13, 
1940, Collectors Mimeograph No. 
5142 entitled “Special Refunds of Em- 
ployees’ Tax on Wages over $3,000,” 
in accordance with the refund provi- 
sions to employees outlined in Section 
1401(d) of the Internal Revenue Code 
as added by Section 602(b) of the So- 
cial Security Act Amendments of 1939. 

Employers will be required, when re- 
quested by employees who have worked 
for more than one company and who 
have paid taxes in excess of require- 
ments, to furnish an ‘“‘Employer’s State- 
ment To Support Employee's Claim for 
Special Refund of Employees’ Tax,” 
form SS-9. The employee will be re- 
quired to attach to this form the ’ Ap- 
plication for Refund,” form 843, and 
file it with the Collector of Internal 
Revenue in the district in which the 
employee resides. 

Claims for refunds shall be filed 
after the close of the calendar year in 
which the employment was performed. 
No claim will be recognized unless 
filed within two years after the period 
effected. 


The Internal Revenue Service of the 
Treasury Department has recently i 
leased a revised form titled ‘Statement 
To Correct Information,’ form SS-Ic, 
which should be used when correcting 
entries made on quarterly wage reports. 
This form supercedes form SS-Ic, 
“Schedule of Corrections and Adjust- 
ments.” 

The reverse side of the form clearly 
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details all types of possible corrections 
or omissions. 

Employers should secure copies of 
this form from the Collector of In- 
ternal Revenue for the district in which 
their quarterly wage reports are filed. 


The Internal Revenue Service of the 
Treasury Department has recently re- 
leased a new form for reporting taxable 
and non-taxable wages under the Fed- 
eral Unemployment Tax Act. This 
form bears the same title and form 


number as the form previously used; 
however, the structure has been revised 
to include such items as remuneration 
in excess of $3,000; payments under a 
plan providing for retirement, sickness 
or accident disability, medical and hos- 
pitalization expenses, and death; pay- 
ments of employees’ tax or of employ- 
ees’ contribution under a state law; and 
dismissal payments. 

The general instructions included in 
the form indicate clearly the procedure 
to follow. 


Exchange Suggests Reporting 
Provision for Excess Profits 
Tax Separately 


Full disclosure to stockholders of 
the amounts that corporations must 
set aside for payment of excess prof- 
its taxes is suggested by the Depart- 
ment of Stock List of the New York 
Stock Exchange in a letter to presi- 
dents of listed corporations over the 
signature of Mr. P. L. West, acting 
director of the department. The sug- 
gestion is that the published annual 
income accounts set forth separately 
the provision for the excess profits 
tax, and the provision for normal 
federal income tax. The letter reads: 

“The effect of the current Federal 
Excess Profits Tax upon the earnings 
of corporations is a matter of great 
interest to security holders and we 
have received numerous inquiries in 
regard thereto. 

“We appreciate that corporations 
may experience difficulty in comput- 
ing the amount of earnings subject 
to this tax, and the exemptions 
granted therefrom, but we believe it 
would be in the interest of your se- 
curity holders to report, in the pub- 
lished annual income accounts, the 
provision for Federal Excess Profits 
Tax separately from the provision for 
Normal Federal Income Taxes. 

“As to interim statements, the 
Stock Exchange requirements do not 
call for deduction for Excess Profits 
Taxes in the computation of quar- 
terly or semi-annual earnings. How- 


ever, corporations may deem such 
deduction advisable in computing 
interim earnings. In order that there 
should be no misunderstanding on 
the part of security holders in making 
comparisons of earnings for a like 
period in previous years, it is sug- 
gested that interim statements in- 
dicate either that no deduction has 
been made for the Excess Profits Tax 
or that it has been made, and, in the 
latter case, the amount of such de- 
duction. 

“We do not wish to over-empha- 
size the effect of Federal taxes upon 
corporate earnings, but it seems to 
us that the necessity for adequately 
informing security holders makes de- 


sirable some such treatment as that 


anil above.” 





‘PUZZLED? ABOUT SOME 
CONTROLLERSHIP 
PROBLEM? | 
The Controllers Institute of | 
_ America, or some individual mem- 
ber or small group of members, 
can help you. Some of these 
members have in all likelihood en- | 
countered the very situation which 
is bothering you. Through The In- | 
stitute you can reach as many men 
_ in this field as you wish, either di- 
rectly or with the cooperation of | 
The Institute. 














> tet 2 oe Gk ae ook Oe 


rt oF 





ire 


ich 


ing 
ere 


ing 
ike 
ug- 
has 


[ax 


the 


yha- 
pon 
; to 
tely 


that’ 











Just What Has Been Done in Field of 


Amortization, Contracts, Purchasing 


By H. F. Taggart 


Actual appropriations for defense 
during the present (Seventy-sixth) ses- 
sion of Congress total nearly $7,300,- 
000,000. Authorizations, to be spent 
over the next four or five years, amount 
to about $9,000,000,000. In addition, 
the present Congress (Seventy-seventh) 
wili probably appropriate something 
like $1,500,000,000 to take care of 
training conscripts and the National 
Guard. This all adds up to well over 
$17,000,000,000, which is more than 
was spent by the Federal Government 
for all purposes during the first 112 
years of its existence. If this amount 
were in one-dollar bills, it would cover 
an area of more than 430,000 acres, 
or blanket over half of Philadelphia 
County. If laid end-to-end, these dol- 
lar bills would make a belt for the 
world at the equator 66 dollars wide. 

Another, and more sensible, way to 
measure the magnitude of the defense 
program is in terms of the employment 
it will provide. Secretary Perkins has 
stated that the present program will 
involve 4,400,000 man-years, or some- 
thing like 8,800,000,000 man-hours, of 
labor. Donald M. Nelson, Coordina- 
tor of Defense Purchases, reports that 
the Defense Commission has already 
cleared contracts totalling $6,000,000,- 
000. This exceeds total contract awards 
for any entire year of peacetime mili- 
tary procurement by 300 per cent. 
Nearly $4,000,000,000 of these con- 
tracts went through in one day—Sep- 
tember 9, the day the President signed 
the bill for a two-ocean navy. 


FIVE BILLIONS TO CHANGE 
HANDS PROMPTLY 


Not all of this money will be spent 
in the current fiscal year, of course, 
but the best estimate I have seen is that 
something like $5,000,000,000 will 
change hands before June 30, 1941. 
The following fiscal year should see 
much larger expenditures than that, 


and undoubtedly we have not seen the 
last of Congressional appropriations 
and authorizations. How much money 
will be involved when the final rivet 
has been set and the final conscript has 
received his training, no man knows. 
Much will certainly depend on how the 
present European war goes. 

To assist the War and Navy Depart- 
ments and the other agencies which 
have the actual spending of these huge 
sums in charge, the President, on May 
28, 1940, appointed the Advisory 
Commission to the Council of National 
Defense. The Council of National De- 
fense is composed of six Cabinet ofh- 
cers, the Secretaries of War, Navy, 
Interior, Agriculture, Commerce, and 
Labor. It was created by a 1916 statute 
which provided also for an Advisory 
Commission, to be composed “of no 
more than seven persons, each of 
whom shall have special knowledge of 
some industry, public utility, or the de- 
velopment of some natural resource, 
or be otherwise specifically qualified 
... for the performance of [his] 
duties. .. .” 

In addition to the Commissioners, 
the organization includes a Coordinator 
of Purchases, a Director of State and 
Local Cooperation, a Defense Housing 
Coordinator, a Bureau of Research and 
Statistics, and a Director of Informa- 
tion. These jobs are all filled by men 


whose caliber is as high as is that of 
the Commissioners. Philadelphia is 
well represented by Mr. William L. 
Batt, president of S.K.F. Industries, 
who is Deputy Commissioner under 
Mr. Stettinius. The Commissioners 
themselves and many of their staffs are 
working for one dollar a year, and they 
and many others are in Washington at 
considerable personal sacrifice, in order 
to make the defense program go. 


CONTROLLERS HAVE HELPED 


In addition to all of these people 
who are working full time, the Com- 
mission has been fortunate in being 
able to command the services of an 
extraordinary group of public-spirited 
individuals from all walks of life who 
have freely offered their time and 
energy to a proper solution of the 
many problems which confront the 
Commission. Some of these people act 
for themselves, but many represent or- 
ganizations whose members for one 
reason or another have special interest 
in the program. We have already had 
the assistance of Mr. Oscar N. Lindahl, 
president of the Controllers Institute 
of America (1939-1940. Mr. Verl L. 
Elliott, Atlantic Refining Company, is 
now president) and certain other mem- 
bers of The Institute whom he has 
designated and who have come down 





become effective. 


paragraph. 





Mr. Taggart is a consultant on cost accounting with the Price 
Stabilization Division of the National Defense Advisory Com- 
mission. He addressed the Philadelphia Control of The Control- 
lers Institute of America on October 3, 1940. The date should 
be noted carefully in reading Mr. Taggart’s paper, as many of 
the plans and proposed procedures which he discusses have since 


This paper depicts just what has been done by our govern- 
ment in getting the defense program under way. It should be 
exceptionally useful to controllers who undoubtedly planning 
and striving to do just what Mr. Taggart describes in his closing 
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to Washington to consult with us on 
some of the problems we have been 
facing. 

The problems which the Commis- 
sion faces are suggested by the specific 
duties to which they are assigned. They 
cover the whole field of defense pro- 
curement, which means, in brief, the 
entire group of economic and social 
problems of the United States. No 
community, however small, will fail 
to be affected by the defense program. 
The draft alone assures this, but all 
sections of the country and all classes 
of people will contribute materials or 
services or both. 

Since my connection with the Com- 
mission is in the price stabilization 
unit I should like to deal specifically 
with the problems with which this di- 
vision is concerned. I probably do 
not have to explain to you why concern 
is felt over the possible effects on prices 
of the defense program. The pressure 
of 17,000,000,000 buyer's dollars on 
the demand side of the market is 
bound to be so great that a seller’s mar- 
ket is almost automatically created. 
And it is not merely the size of the 
fund—it is also the speed with which 
the money must be spent. Draftees 
and volunteers must have food and 
clothing, they must be housed, and they 
must have the weapons and equipment 
in the use of which they are to be 
trained, and they must have all these 
things now. 

You all know too well what happens 
when many buyers start bombarding an 
industry with huge orders for immedi- 
ate delivery. Prices most certainly do 
not go down. They stiffen, and if the 
sellers’ plants are already filled with 
business, the new orders are taken only 
at increased prices. What happens in a 
particular industry is likely to happen 
on a tremendous scale as the direct and 
indirect effects of defense buying begin 
to become apparent. 


ALL Prices AFFECTED 


The reaction on prices will be uni- 
versal. It is common to think of de- 
fense procurement as being concerned 
solely with battleships and airplanes, 
guns and powder, and such-like strictly 
military commodities. However, bat- 
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tleships require steel, airplanes call for 
aluminum, cantonments are made of 
lumber and brick and cement, and tents 
and uniforms have to have cotton and 
wool. None of them can be created 
without the services of labor. And the 
steel in battleships and guns is the 
same steel that would otherwise go into 
automobiles and office buildings and 
filing cabinets. The lumber and brick 
and cement used in cantonments would 
build peace-time factories and houses, 
and the cotton and wool which go into 
tents and uniforms can not also be 
used for sheets and rugs and civilian 
clothing. And, perhaps in some cases 
most important of all, the labor which 
goes into munitions and military equip- 
ment can not at the same time be used 
to produce the day-to-day needs of the 
civil population. 

Nor is it correct to assume that the 
needs of the Army and Navy are ex- 
clusively for things peculiarly and es- 
sentially military. Food is an obvious 
example, although it may be argued 
that men as soldiers and sailors will 
eat no more than they would in civilian 
life. Quite a good deal of time was 
recently spent by a number of people 
in the Defense Commission on light 
wool socks and summer undershirts. 
The Quartermastet’s commodity list 
has all the range of a complete cata- 
logue of human needs, from adding 
machines to yeast, with stops along the 
way for buttons, musical instruments, 
and shoe laces. 

Further complicating the job of the 
price stabilization division is the fact 
that practically all of the actions taken 
and policies pursued by the army, the 
navy, and the other defense commis- 
sioners is likely to be reflected in 
prices, either of commodities required 
by the government or of civilian goods, 
or both. We are necessarily concerned 
with the fact that the army wants to 
locate plants where strategical pur- 
poses will best be served, and that 
Commissioner Hillman would like to 
see unemployed men and idle plants 
given preference in defense orders. 
We must concern ourselves with the 
problems of preferences and priorities, 
with contract forms and procurement 
procedure, with government fiscal poli- 
cies, and with the means by which 


defense suppliers plan to finance neces- 
sary plant expansion. All of these mat- 
ters have important bearings on our 
responsibility for trying to see to it that 
prices are affected as little as may be 
by the expenditure of the defense bil- 
lions. 


AMORTIZATION PLANS 


Of the many things which might be 
talked about, I have attempted to 
choose for detailed discussion a group 
of related problems which seem to me 
most likely to be of interest to this 
gathering. These are the problems of 
amortization of emergency plant facili- 
ties, the financing of such facilities by 
defense contractors, and the methods 
of contracting for supplies and the de- 
termination of contract prices. 

Needless to say, I am not one of 
those who failed to sympathize with 
those potential defense suppliers who 
hesitated to plunge their capital into 
the uncertainties of government con- 
tracting without having a reasonably 
clear idea of what the Treasury De- 
partment proposed to do about the tax 
problems involved. Neither do I sub- 
scribe to the notion that the demand 
for a special amortization provision 
was just a scheme to defraud the gov- 
ernment. Ordinarily when a manufac- 
turer contemplates investing his money 
in a new plant or an addition to an old 
one he first tries to make sure that the 
economic life of the proposed unit 
will bear some resemblance to its 
physical life, and more particularly 
that he will be able, in the price of the 
product, to recoup his expenditures on 
plant. If prospects in these directions 
appear favorable, his worries about tax 
regulations are not great. 

Tax rules are devised to work fairly 
well in the normal situation, or, if 
you do not agree with that statement, 
the taxpayer is at least reasonably well 
able, in the normal situation, to know 
where and when and how the tax 
laws will hit him. He can try so to 
conduct his affairs that his customers 
will reimburse him for the loss in value 
of his plant and that he can recognize 
that loss for tax purposes in a manner 
which ties in fairly well with his pro- 
duction and his revenues. 
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When he is called upon to make 
investments for a defense program, 
however, the length and magnitude of 
which he neither can predict nor have 
the slightest control over, the situation 
is decidedly changed. He knows, or at 
least he hopes with all the rest of us, 
that the intensive program of defense 
production will not keep his new plants 
working for the full term of their po- 
tential physical life. He has little rea- 
son to believe, as a matter of fact, that 
his new defense facilities will be use- 
ful for a period which might corre- 
spond to their normal economic life of, 
say, 15 to 20 years. If he were to be 
allowed to write them off to suit hiri- 
self, without regard to tax considera- 
tions, he would, with the advice and 
consent of his controller, choose a de- 
cidedly short term, perhaps of three to 
five years. And he would try to get 
prices for his products sufficiently high 
to cover such radically conservative 
writeoffs. 


FIVE-YEAR PERIOD A GUESS 


In the absence of special amortiza- 
tion for tax purposes the latter effort, 
if successful, would result in a very 
high net income during the defense 
contracting period on which taxes 
would have to be paid, and in later 
years, after the income-producing power 
of the special plants had vanished, the 
continuing normal depreciation charges 
would correspond to no revenue ac- 
cruals and would be valueless from the 
tax standpoint. 

The amortization provisions in the 
tax law which has just been enacted 
are designed to permit the defense con- 
tractor to carry out for tax purposes 
what good business policy dictates from 
an accounting and financial viewpoint. 
The five-year period is as good a guess 
as anyone could make as to the length 
of the emergency. We were talking 
in terms of four years in the early 
stages of thinking, about this provision, 
but in view of the flexibility permitted, 
the five-year period seems eminently 
reasonable. 

Flexibility is achieved in both direc- 
tions. If the actual emergency period 
proves to be shorter than five years, 
the taxpayer is permitted to file 
amended returns and adopt a more 
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rapid amortization. If, on the other 
hand, it appears after a time that the 
facilities are going to be useful for 
an extended term, the taxpayer wiil 
be able to abandon his special amortiza- 
tion deductions, adopt the remaining 
book value of the facilities as the 
basis, and conserve his deductions by 
proceeding from that point forward 
on the ordinary depreciation rates. 
Finally, if this turns out to be a poor 
guess before the five years are up, he 
can revert to the amortization plan and 
spread the whole cost over the period 
of actual use. 


REQUIREMENTS OF CERTIFICATE 
OF ELIGIBILITY 


One of the interesting features of 
the amortization plan is the require- 
ment that the taxpayer, in order to take 
advantage of it, will have to secure a 
certificate that he is eligible from 
either the War Department or the 
Navy Department and the Defense 
Commission. I wish I could tell you 
what the requirements of such certifica- 
tion will be, but the details have not 
been worked out in such shape that 
they can be released, although they 
will be ready in a few days. The most 
important requirement, obviously, will 
be to convince the service departments 
that the facilities are really needed for 
the defense program. The Defense 
Commission will have to rely on the 
two Secretaries for that. The applicant 
will undoubtedly have to present rea- 
sonably detailed descriptions of the 
facilities which it is proposed to amor- 
tize, together with adequate statements 
of actual or estimated cost, in order 
that the Treasury Department may 
have something to work with when 
the returns are audited. 

As passed by the House, the Tax 
bill appended to the amortization plan 
a decidedly unwelcome provision to 
the effect that after the five-year period 
was past the owners of the facilities 
would be under obligation not to dis- 
card them of to adapt them for other 
uses without the consent of the federal 
government. This provision was very 
properly objected to by industry, and 
that disapproval was echoed by the 
Defense Commission, which saw in 
this clause a negation of its efforts to 
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get the amortization legislation passed. 
The only explanation of this remark- 
able provision seems to lie in a thor- 
oughgoing misunderstanding of the 
nature and effects of the amortization 
allowance. 


UNWELCOME PROVISION ELIMINATED 


This misunderstanding was well ex- 
pressed by newspaper writers in whose 
stories I saw several times the state- 
ment that defense suppliers wanted to 
“recover the costs’ of their special 
facilities through amortization charges, 
the implication being that by some 
mysterious process the deduction of 
amortization on tax returns would re- 
imburse the taxpayers for the money 
they had spent. If this were in fact 
true, a claim by the government for 
control over the disposition of the as- 
sets at the end of the amortization 
term would have had a substantial 
foundation. However, as you well know, 
the money to repay plant investments 
must come from customers, and not 
from deductions from taxable income, 
and the elimination of this provision 
from the final form of the bill is a 
fortunate development. 

This brings me to the next topic, 
namely, the new emergency facilities 
contract. This contract was born from 
the union of two ideas. The first was 
that somehow the extraordinary costs 
of emergency plant should be gotten 
out of the price of the supplies pur- 
chased, and the second was that it was 
desirable to encourage the private 
financing of special defense facilities. 
As regards the first idea, it was recog- 
nized of course that the government 
would have to pay for such part of the 
value of the plants as was exhausted in 
the production of defense materials, 
but it was thought better to bring such 
payment out into the open and make 
it a separate bargain, so that both gov- 
ernment and contractor would know 
that the payment had been made, and 
when it was completed. The scheme 
would not actually reduce the cost of 
supplies, in all probability, although 
it would simplify the obtaining of sup- 
plies at a price which included no 
plant charges after the cost of the plant 
had been fully returned to the con- 
tractor. 
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Hopep To RELEASE PRIVATE CREDIT 


As to the second idea, the benefits 
of any method which can be devised 
to unfreeze private credit and to get it 
working, even temporarily, in lieu 
of government loans can hardly be 
doubted. 

This contract is so new that it has 
not yet (October 3, 1940) been em- 
bodied in any completed agreements 
with defense suppliers, although it 
has been used as the basis for certain 
uncompleted negotiations and has been 
widely distributed among the bankers 
who will presumably be called upon 
to put up the money. In it the con- 
tractor agrees to puxchase, erect, or in- 
stall specified new plant and equipment 
required for the production of supplies 
for the government. The costs of such 
plant are to be kept track of and re- 
ported to the contracting officer of the 
government. The government, then, in 
five equal annual payments, agrees to 
reimburse the contractor for all of his 
expenditures. The contract declares it 
to be the intention of the parties so to 
negotiate the price of supplies pro- 
duced in such plants as to omit the ele- 
ment of plant depreciation from the 
cost of the supplies. 

The theory of these arrangements is 
that the contractor will be able to take 
such a contract to his banker and assign 
it as security for a loan to cover the 
cost of the facilities. Payment of the 
cost is guaranteed by the government, 
regardless of the success or failure of 
the supplies contract, and without re- 
gard to the general credit of the con- 
tractor. Special termination clauses 
provide for a speedup of payments in 
case the emergency is terminated before 
the end of five years or in case the 
government ceases for any other rea- 
son to contract for supplies. 

It is hoped that this form of contract 
will be really attractive to potential 
lenders and a preliminary draft has 
been circulated among them for the 
purpose of acquainting them with what 
is going on and getting their sugges- 
tions as to possible improvements in 
the contract. It should be noted also 
that this contract is equally available 
to defense suppliers who want to fi- 
nance their own expansion without re- 
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sort to borrowing and who would 
welcome the assurance of knowing 
where the money to reimburse their 
own treasuries was coming from. 


DISPOSITION OF FACILITIES 


The contract deals also with the 
problem of the disposition of the facil- 
ities after the government has paid for 
them. When this has occurred, the gov- 
ernment is entitled to whatever value 
the plants may still possess. However, 
the contract gives the option to the 
contractor to retain the facilities or any 
part of them at a figure computed by 
deducting from cost, depreciation for 
whatever period has elapsed at rates 
which are established as part of the 
original negotiation. Any facilities not 
so retained by the contractor are to be 
deeded to the government. The con- 
tractor is given first chance at leasing 
them, however, or at buying them at a 
negotiated price, and the contract gives 
the assurance, as far as legally possible, 
that the government will not use such 
acquired facilities for commercial pur- 
poses. 

The Federal Reserve Board has 
polled the bankers as to the amount of 
money available for defense loans. The 
result is a showing of $3,000,000,000, 
an amount which Mr. Knudsen has de- 
clared to be more than ample for all 
needs. It is hoped that the facilities 
contract will be the instrument for 
making that source of funds fully avail- 
able on terms attractive to borrower 
and lender alike. 


PURCHASING TECHNIQUE 
CUMBERSOME 


One of the most difficult questions 
faced by those who are charged with 
making defense expenditures is how 
to contract for the necessary commodi- 
ties and services. The traditional gov- 
ernmental purchasing technique is by 
competitive bidding, with very few 
exceptions. This method is intended 
to give the government the lowest pos- 
sible price and to eliminate favoritism 
and collusion in the award of govern- 
ment business. However, it is slow and 
cumbersome, and it works best when 
the quantities of goods ordered are 








small enough to fit into production 
programs without too much of an up- 
set. Congress has recognized the diff- 
culties of the bidding system when ap- 
plied on a large scale in a program 
which requires speed, and in a series 
of enactments over the last year or so 
has empowered the Secretaries of War 
and the Navy to negotiate contracts for 
a wide range of military requirements. 
These laws prohibit the use of the cost- 
plus-percentage-of-cost contract which 
was used with disastrous results in the 
last war, but permit the use of con- 
tracts based on cost plus a fixed fee. 
Fixed-price contracts are, of course, 
permitted, and will be used wherever 
conditions are such as to make them 
feasible. 


ENLISTING SERVICES OF PRODUCERS 


The advantages of negotiation are 
speed and flexibility. Work on many 
contracts can actually be gotten under 
way before all plans, specifications, 
quantities, delivery dates, and other 
features of the deal are completely 
worked out. Also the negotiated con- 
tract makes it possible for the coritract- 
ing officers to take into. consideration 
many matters other than price which 
have seemed important to the Defense 
Commission. Among these are speed 
of delivery, quality, effect of the de- 
fense program on consumers, mainte- 
nance of fair labor standards, avoidance 
of undue geographic concentration, 
financial responsibility of prospective 
contractors, avoidance or transportation 
congestion, availability of power facili- 
ties, and the moral responsibility of 
contractors. 

The relatively small-scale procure- 
ment of normal peace times has in 
many fields resulted in a limited group 
or caste of government contractors, 
with the great majority of producers 
in a given industry refraining entirely 
from doing business with the govern- 
ment. In view of the greatly enlarged 
requirements of the present defense 
program, such a situation can not con- 
tinue. By negotiation it is hoped to en- 
list the services of many producers 
whose facilities will be required but 
who have not normally participated in 
government orders. Under conditions 








of negotiation, also, it will be possible 
to work out with producers programs 
of production and delivery which will 
fit into their plans and make possible 
the filling in of seasonal valleys and 
the prevention of a disruption of rela- 
tionships with regular customers. 

How far and in precisely what fields 
the negotiated contract will replace the 
bidding method it is too early to say. 
It is a safe prediction, however, that 
negotiation will become more and 
more important as time goes on. The 
procurement services have shown a 
natural reluctance to abandon the tra- 
ditional advertising and bidding tech- 
niques, but in some lines the method 
of negotiation has been used very ef- 
fectively. The ordnance department, 
for example, has negotiated contracts 
for smokeless powder and for tanks, 
and some of the airplane contracts are 
being negotiated. Very recently the 
Assistant Secretary of War has taken 
action which will presumably greatly in- 
crease the use of negotiated contracts in 
obtaining wearing apparel and footwear. 


CONTRACT FORMS PRESENT LARGE 
PROBLEM 


Negotiated contracts present many 
problems which must be solved if they 
are to be a success. The problem of 
contract forms is a large one. At the 
end of the last war there were some- 
thing like 400 different contract forms 
in use by the various procurement 
agencies. ‘ihis multiplicity of forms, 
cach one requiring interpretation, was 
responsible for much of the litigation 
which ensued. 

The procurement services are now 
hoping to be able to keep the number 
of forms to an absolute minimum, and 
for this purpose there are being pre- 
pared forms which are intended to be 
sufficiently comprehensive to cover all 
needs. The army has worked for years 
on forms of war-time contracts and last 
fall the Assistant Secretary of War 
approved six such forms which were 
supposed to be adequate for all war- 
time needs. As legislation changes, 
however, and as further study is given 
to these problems, these contract forms 
will doubtless undergo revision. Re- 
cently the War Department approved 
a form for cost-plus-fixed-fee construc- 
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tion contracts, and at the present time 
a companion form for cost-plus-fixed- 
fee supply contracts is in process. 
The problem of problems in contract 
negotiation is that of price. By that 
I do not mean that price is the most 
important problem of procurement, be- 
cause of course it is not. The timing of 
delivery and the obtaining of proper 
quality are inherently much more im- 
portant. However, the problem of 
price is in some ways the most difficult 
one, and is certainly the point at which 
both defense suppliers and government 
officials are most vulnerable in the in- 
vestigations which are bound to take 
place at some future date. The laws 
above referred to place upon the Secre- 
taries of War and Navy the responsi- 
bility for determining that the prices 
are ‘fair and reasonable,’ and in this 
function the National Defense Com- 
Mission is in a position to be very help- 


ful. 


AUDIT REQUIREMENTS SeT UP 


In the case of costplus-fixed-fee con- 
tracts the problem of price resolves it- 
self into one of determining cost and 
another of determining the fee. The 
latter is ordinarily accomplished by 
estimating cost in advance and setting 
a fee in relation to the estimated cost. 
The laws which permit this type of 
contract specify maximum relationships 
between fee and estimated cost. The 
percentages run from six to ten, with 
all Army contracts limited to seven. A 
definition of cost is usually written into 
the contract and record-keeping and 
audit requirements are set up. In con- 
nection with supplies contracts I look 
for considerable use of the cost defi- 
nitions and principles set forth in T. D. 
5,000, with which many of you may 
be familiar. This Treasury Decision 
was issued in connection with the Vin- 
son-Trammell Act, but its cost pro- 
visions have been seized upon as a 
ready-made expression of governmental 
policy with regard to costs, and they 
may take on new importance in con- 
nection with contracting. 

A word or two should be said about 
price control. Except in the event of 
war, anything like thoroughgoing price 
control will undoubtedly not be at- 
tempted. As a matter of fact there is 
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no legal authority for price control 
under present circumstances, nor is 
there, assuming that the situation grows 
no worse, any excuse for price control 
in the authoritative sense. That does 
not mean, of course, that there has not 
been or will not be price influencing. 
That, precisely, is the function of the 
price stabilization division. A close 
watch is being kept on prices, and if 
you have read the papers you know 
that methods short of control are being 
used to try to keep prices in line. The 
latest pronouncement by Commissioner 
Henderson related to the non-ferrous 
metals, when he concluded that the 
price of copper and perhaps of lead 
and zinc showed signs of getting out 
of hand. Such publicity can be a very 
effective check on any tendency to take 
undue advantage of a situation. 


GUIDANCE AND PROTECTION WITH 
RESPECT TO PRICES 


It is not anticipated that any ex- 
tensive use of official or unofficial 
means of price influencing will be nec- 
essary. The vast majority of business 
men are fully aware of the folly as 
well as the immorality of profiteering. 
Only the fringe—the intractable five 
or ten per cent. we used to hear about 
in N.R.A. days—will need admonition. 
All the rest will ask for is guidance 
and protection. As a matter of fact the 
measures of price influencing which are 
apt to be adopted will be as much for 
the benefit of sellers as of buyers. Im- 

(Please turn to page 22) 





Another paper by Dr. Herbert | 
F. Taggart will appear in the Feb- 
ruary issue of THE CONTROLLER, 
in which he will describe what has 
been done during the past four 
months to advance the War De- 
fense Program. Dr. Taggart is to 
deliver another address, this time | 
before the New York City Control | 
of The Controllers Institute of 
America, on January 23. Details 
of problems encountered by busi- | 
ness concerns and by the gov- | 
ernment in arriving at terms of | 
contracts will be explored, and in- 
formation, given which will enable 
controllers to aid their manage- 
ments in handling these matters. 
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Depreciation as Related to Real 
Estate Holdings 


Bert V. Tornborgh, a member of The 
Controllers Institute of America (New 
York City Control), has written an ar- 
ticle entitled ‘Don’t Depreciate Deprecia- 
tion” which appears in the December is- 
sue of “Boston Business,” a monthly 
publication of the Boston Chamber of 
Commerce. 

He believes that there is a not uncom- 
mon tendency among property owners, 
real estate interests and others, when re- 
viewing operating statements, to more or 
less disregard provisions for depreciation 
on the mistaken notion that they are 
“mere bookkeeping items,” expenses that 
never involve cash outlays. 

Throughout his article Mr. Tornborgh 
refers to depreciation as recovery of cost 
or recoupment of capital as an economic 
proposition. His advice is not to belittle 
the importance of correct depreciation 
practices, since to do so may mean the 
difference between eventual success and 
failure on any given property. 


Corporate Financial Officers To Meet 
in New York January 22 and 23 


Corporate financial problems to be 
faced by companies as a result of the de- 
fense program, new taxes and new de- 
velopments in the field of accounting will 
be considered at the Annual Conference 
of the Finance Division of the American 
Management Association to be held Jan- 
uary 22 and 23 at the Hotel Roosevelt, 
New York City. 

The sessions, which each year bring to 
New York hundreds of men with cor- 
porate financial responsibilities from com- 
panies in nearly every industry in the 
United States, will review the current fi- 
nancial position and outlook for the aver- 
age manufacturing company. The Con- 
ference is being planned by a committee 
directed by Ernest F. Rumpf, vice-presi- 
dent of the Pittsburgh Coal Company, 
who is vice-president of the Association’s 
Finance Division. 

Some of the subjects that will be dis- 
cussed are: What Does the Function of 
Financial Executive Embrace Today?; 
New Concepts of Accounting Responsi- 
bilities; The Use of Product Line Profit 
and Loss Statements in the Control of a 
Multiple Line Business; The ‘Contribu- 
tion Theory” of Accounting; Current Tax 
Problems of Special Importance to Man- 
agement; A Re-Examination of Taxation 
Fundamentals; Amortization of Facilities 





MID-WESTERN CONFERENCE, 
| DETROIT, APRIL 21 


Controllers of the leading 
business concerns of a dozen | 
Or more mid-western states | 
will assemble in Detroit on 
April 21, for the Fourth An- 
nual Mid-Western Confer- 
ence of Controllers, under 
the sponsorship of The Con- 
trollers Institute of America. 
The Detroit Control will be 
in direct charge of the affair, 
which will consist of a one- 
day program packed with ad- 
dresses and conferences on 
subjects of great importance 
currently, to controllers. 

Mid-western conferences 
in past years, in Indianapolis, 
1938, Cleveland, 1939, and 
Chicago, 1940, have been 
well attended and have pre- 
sented material of immedi- 
ate usefulness to controllers. 
Plans for the Detroit meet- 
ing are being formulated, and 
will be announced soon. 











Constructed for Defense Production; Im- 
plications in Current Federal Taxation 
Policies; Financial Policies, Government 
and Corporate, for the Defense Emer- 
gency; Popularizing the Annual Report 
for Employees and Stockholders. 

Among the speakers are: Ernest F. 
Rumpf, vice-president of the Pittsburgh 
Coal Company and vice-president of the 
AMA Finance Division; H. C. Perry, 
treasurer, Heywood-Wakefield Company; 
Maurice E. Peloubet, Pogson Peloubet & 
Company; C. R. Cary, vice-president, 
Leeds & Northrup Company; Arthur Laz- 
arus, Day & Zimmerman, Inc.; Bleecker 
L. Wheeler, Ford, Bacon & Davis, Inc.; 
Virgil P. Ettinger, tax specialist; Carlos 
B. Clark, J. L. Hudson Company; Wads- 
worth W. Mount, Merchants’ Association 
of New York; and Ralph Gates, of New 
York. 


Bank Controllers Discuss 


Wide Range of Subjects 


The December issue of the ‘National 
Auditgram” publishes the following in- 
teresting articles: “Wages and Hours Law 
as Related to Banks,” a discussion led by 


C. Edgar Johnson, assistant vice-president, 
The First National Bank of Chicago, at the 
meeting of the Oklahoma Association of 
Bank Auditors and Comptrollers; ‘“In- 
stallment Loans,” an address by George 
D. Grimm, auditor, the National Shaw- 
mut Bank of Boston, presented in St. 
Louis at the sixteenth annual convention 
of The National Association of Bank 
Auditors and Comptrollers; ‘Trust De- 
partment Auditing and Operations,” an ad- 
dress by E. N. Payne, Farmers and Mer- 
chants Bank, Los Angeles, at a meeting of 
the Los Angeles Conference of Bank Au- 
ditors and Comptrollers; and “The Wage 
and Hour Law and Its Effect on the 
Bank’s Earnings Statement,” an address by 
Leslie K. Curry, assistant vice-president, 
Mercantile Bank and Trust Company, St. 
Louis, presented at the sixteenth annual 
convention of the Association. 


Making Credit Division 
Management-Conscious 


The December issue of “Executives 
Service Bulletin” published by the Metro- 
politan Life Insurance Company, carried 
an article entitled ‘Making the Credit Di- 
vision Management-Conscious” by Mr. 
Henry C. Perry, of Heywood-Wakefield 
Company a former president of The Con- 
trollers Institute of America. In his in- 
imitable way the author outlines his ideas 
on modern credit management. He be- 
lieves that credit policy today should go 
far beyond examination of rating books 
and operating ratios. In substance he 
writes as follows: 

“In the final analysis, we regard credit 
and collection management as_ serious 
work. The decision of the experienced 
credit man must always involve careful 
appraisal of antecedent information, in- 
vestigational facts, financial data, and rea- 
sonable security. He should know the un- 
derlying causes of business failure, the 
fundamental importance of management 
in all business, and the penalty attached 
to inadequate investigation and analysis. 
This critical examination of the essential 
facts, however, should be supported by 
an active interest in the buyer’s program, 
his responsibility for integrity, his dem- 
onstrated ability to operate a business suc- 
cessfully and, given the same type of man- 
agement, in his prospects and their effect 
upon the economic well-being of the 
credit man’s own principal. We believe 
that all of these facts must be explored 
and carefully weighed in order to avoid 
decisive action on a basis of prejudiced 
information.” 
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A. M. A.'s Personnel Conference 


In Chicago Next Month 


Personnel policies and industiral rela- 
tions problems under today’s emergency 
conditions will be discussed at the annual 
Personnel Conference of the American 
Management Association, to be held in 
Chicago at the Palmer House on Wednes- 
day, Thursday and Friday, February 12, 
13 and 14, 

This Conference, which annually at- 
tracts more than 1,500 executives with 
industrial relations responsibilities, will 
review the personnel developments of the 
past year and will consider the outlook 
for 1941. Planned by committees of exec- 
utives from various companies working 
under the direction of Harold F. North, 
Director of Industrial Relations, Swift & 
Company, the sessions will be the first na- 
tional management conference to consider 
industrial relations from the management 
standpoint since the defense program 
really got under way. Among the topics to 
be discussed are: “Sound Industrial Rela- 
tions Policies Under the Present Emer- 
gency”; “Bringing About a Better Under- 
standing Between Management and La- 
bor’; “Current Practices and Procedures 
in Conciliation.” 

There will be two concurrent sessions 
on job evaluation and the practical appli- 
cations of psychology. 


Legislatures of 42 States 
Convene This Month 


The legislatures of 42 states meet in 
regular sessions this month. Florida’s 
session opens in April. Controllers as a 
group are not actively seeking legisla- 
tion of any kind in the states, but they 
are keenly interested in many types of 
proposed legislative enactments, including 
amendments of the unemployment com- 
pensation laws, merit rating acts, wage- 
hour legislation, proposed changes in the 
labor laws, and other acts. 

What will be done by Congress con- 
cerning taxes is of supreme importance. 
Controllers interested in merit rating are 
aware of the fact that Congress, by a few 
simple amendments to the Federal Un- 
employment Tax section, can kill experi- 
ence rating in all states. 


SEC Defers Change in Method 
of Selecting Accountants 


The Securities and Exchange Commis- 
sion has announced the adoption of Rule 
N-6C-7 under the Investment Company 
Act of 1940, temporarily exempting cer- 





LINDAHL CHAIRMAN OF 
ANNIVERSARY COMMITTEE 


President Verl L. Elliott of 
The Controllers Institute of 
America has tendered ap- 
pointment to Mr. Oscar N. 
Lindahl, controller of Uni- 
versal Atlas Cement Com- 
pany, as chairman of the 
committee which will have 
charge of arrangements for 
the Tenth Annual Meeting of 
The Institute, September 29 
and 30 and October 1. Mr. 
Lindahl, immediate past pres- 
ident of The Institute, has 
accepted the appointment, 
and the committee is being 
organized. 

This meeting will celebrate 
the Tenth Anniversary of for- 
mation of The Institute, and 
a special program will be ar- 
ranged. The meeting will be 
held at the Waldorf-Astoria 
Hotel, New York City. 











tain registered investment companies from 
the requirement that their independent 
public accountants be selected by those di- 
rectors of the company who are not di- 
rectly concerned in its management. 
Section 32 (a) of the Investment Com- 
pany Act sets up certain procedures to be 
followed in the selection of independent 
public accountants for investment com- 
panies, among which is the requirement 
that they be selected by a majority of 
those members of the company’s Board of 
Directors who are independent of the 
management—that is, who are neither of- 
ficers, employees, nor investment advisers 
of the company, nor affiliated persons of 
such an investment adviser. At present 
certain companies do not have the inde- 
pendent directors needed to meet this 
requirement. After November 1, 1941, 
when the provisions of section 10 (a) of 
the Act become effective, at least 40 per 
cent. of the board of every registered in- 
vestment company will have to consist of 
persons independent of the management, 
but the legislative history of the Act 
clearly indicates that until that date there 
should be no legal compulsion to change 
the composition of existing directorates. 
The effect of Rule N-6C-7 is to permit 


the selection of independent public ac- 
countants until November 1, 1941, by a 
majority of the whole Board of Directors 
of those companies which are not pres- 
ently able to comply strictly with the re- 
quirements of section 32 (a) of the Act. 


Profit Sharing Plans Helpful In Employee 
Relationships 

A recent notice of meeting, sent to 
members of the Dayton Control, of The 
Controllers Institute of America, made 
these observations: 

“Employers with profit-sharing plan ex- 
perience report that the degree of success 
of any employee benefit plan depends 
upon proper design and efficient adminis- 
tration. The majority of companies, hav- 
ing in force a pension, bonus, wage- 
dividend, stock ownership or profit-per- 
centage plan, report a distinct decrease in 
labor troubles and strikes as compared 
with those organizations which do not 
have such plans for labor. 

“Pension plans have been found to be 
the least effective in reducing the prob- 
ability of labor troubles, and profit-shar- 
ing plans have been found to be the 
most effective. Bonus plans come in the 
middle-ground in respect to improvements 
in employer-employee relations.” 


SEC Publishes New Batch 
of Decisions and Reports 
Volume 5, Part 2 of its “Decisions and 
Reports”, containing findings and opin- 
ions and reports from August 1, 1939 to 
September 30, 1939, has been published 
by the Securities and Exchange Commis- 
sion. This volume contains 54 findings 
and opinions, 1 report under Section 
11(g) of the Public Utility Holding Com- 
pany Act of 1935, 1 report under Chapter 
X of the Bankruptcy Act. It may be ob- 
tained from the Superintendent of Docu- 
ments, United States Government Print- 
ing Office, Washington, D. C., for 50 
cents. 


A second printing of the book, 
“Controllership: Its Functions and 
Technique,” has been ordered. This 
book was published by The Controllers 
Institute of America, September 1, 
1940, the first printing being 3,000 
copies. Many large universities, includ- 
ing Harvard and Columbia, have 
adopted the book for use in courses in 
controllership and business administra- 
tion. Hundreds of controllers have 
purchased copies. 
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Just What Has Been Done 
(Continued from page 19) 
mediately speaking, they will be for 
the purpose of dispelling ignorance of 
the market and the prevention of un- 
fair competition. Ultimately, the pur- 
pose is to ease off the economic shock 
which may be expected when the de- 
fense program is concluded. The 
higher prices rise, the farther they must 
ultimately fall, and the more certain 
prices get out of line with others, the 
longer and more painful will be the 
period of readjustment. It is to avoid 
these troubles, in no small part, that 
the division of price stabilization has 

been established. 


CONTROLLERS SHOULD ADVISE 
MANAGEMENTS 


The most common question about 
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the defense program is the wholly pa- 
triotic one, What can we do to help it 
along ? 


As controllers of important industrial 
units it seems to me you can do a great 
deal. By keeping abreast of developments 
in the program as they occur you can be 
in a position to advise your managements 
what part they can play. By taking time 
to discover what the government require- 
ments are—all those matters of audit, in- 
spection, and what is usually called “red 
tape”—you can save both your companies 
and the government money by causing the 
flow of goods from your plants into gov- 
ernment warehouses to be more smooth 
and prompt. Above all, by realizing that 
the government, as well as yourselves, has 
problems which must be given the very 
wisest and most patriotic consideration, 
you can tremendously facilitate the hugest 
effort this nation has ever made to pre- 
serve our democratic way of life. 


La Rose Predicts Gain of More Than 
Eleven Per Cent. in 1941 Business 


The Institute acknowledges with 
pleasure receipt of a copy of “Fore- 
cast of General Business for 1941” 
published by the Bausch & Lomb 
Optical Company, Rochester, New 
York. It was prepared by Mr. Ed- 
mond S. La Rose, controller, and Mr. 
A. H. Ottman, economist, of the com- 
pany. They ask that the forecast be 
appraised in the light that changes of 
sufficient importance could occur 
within a brief period of time to alter 
completely the forecasted business 
pattern. 

It is their opinion, after a com- 
prehensive study of the various fac- 
tors influencing the trend of business 
activity, that industrial production 
as represented by the revised Federal 
Reserve Board Index will average 
around 135 per cent. of normal for 
the year 1941. This estimated increase 
from the probable average of 121 for 
1940 indicates an improvement of 
14 points or 11.6 per cent. during the 
coming year. 

The forecasts are based primarily 
on an analysis of those domestic fac- 
tors, including the National Defense 
Program, which will exert a major 
influence upon the course of business 
activity in this country during 1941. 


While some allowances have been 
made for the effect of the European 
War on domestic business, these ex- 
ternal forces are so unpredictable in 
their extent and duration that radical 
adjustments either up or down in the 
forecasts may subsequently be neces- 
sary. 

To quote from the Foreword: 
“The coming year will be a period of 
opportunity for United States in- 
dustry to recapture a large measure 
of the prestige lost during the period 
of the 30’s. Production and more 
production is the keynote of the Na- 
tional Defense Program. Whether 
industry will be able to- meet the 
challenge successfully is the question 
of the hour. In a larger measure, the 
coming year may mark an all-import- 
ant turning point in the economic 
history of this country. 

“At a time like this every corpor- 
ate executive must grasp the op- 
portunity to make an unbiased com- 
prehensive analysis of the situation 
and to formulate definite plans and 
procedures to meet the challenge. To 
further this end and facilitate inde- 
pendent judgment this Forecast is 
sincerely dedicated.” 
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To A NEWS pPHOTOGRA 


“CHEESECAKE” means 
pictures like this m 


Publicity men have long known that 
photographs of bathing-suited beau- 
ties make tourists and vacationists 
change long-laid plans. Such photo- 
graphs are known to news photogra- 
phers as “cheesecake.” 















oO A BUSINESS MAN 


“COMPTOMETER ECONOMY” means 
ACCURATE FIGURES FASTER with LESS 
EYE AND NERVE STRAIN 






NO CIPHERS appear on Model 
M answer dials unless they are 
part of actual answer! The an- 
swer, for example, used to read 
00000054520. Now it reads 
54520. 














The latest improvement in the 
Model M Cushioned-Touch 
Comptometer is the elimination 
of all ciphers in the answer 
register which precede the actual 
answer. Eye travel (an important 
fatigue factor) is limited to the 
length of the answer, instead of to 
the full width of the machine. 
Likelihood of error, in reading 
answers, is reduced. Figure-work 
cost is decreased. 


Along with the Comptometer’s 
exclusive Controlled-Key safe- 
guard, which eliminates errors due 
to faulty key-manipulation, this 
newest Comptometer improve- 
ment is finding high favor with 
office appliance operators. 

With executives, concerned 
with end-results, this improvement 
is one more reason for specifying 
Comptometer adding-calculating 
machines and methods — for 













all phases of office figure work. 

Your Comptometer representa- 
tive is prepared to demonstrate 
*“Comptometer Economy” on 
your specific figure-work prob- 
lems. Telephone him — or write 
to Felt & Tarrant Mfg. Co., 1734 
N. Paulina Street, Chicago, Il. 


COMPTOMETER 


REG. U.S. PAT. OFF. 


ADDING-CALCULATING MACHINES 








Analysis of Excess Profits Tax Act 
Made by Ellsworth C. Alvord 


One of the foremost authorities of 
the United States in the field of taxa- 
tion, Mr. Ellsworth C. Alvord, at- 
torney, of Washington, D. C., has 
prepared “a Preliminary Analysis of 
the Excess Profits Tax Act of 1940,” 
a printed booklet of 110 pages, a 
copy of which has been made avail- 
able to The Controllers Institute of 
America. The booklet is available for 
free distribution to controllers, as 
long as the supply lasts, on applica- 
tion either direct to Mr. Alvord, or 
through The Institute. Mr. Alvord 
was assisted in preparing the book- 
let by Messrs. Alger B. Chapman 
and Herman C. Biegel, of the New 
York and District of Columbia bars. 

There are seven chapters: I, In- 
troduction ; II, Summary of Principal 
Features; III, Outline of Excess Prof- 
its Computations; IV, Detailed Dis- 
cussion of Specific Provisions; V, 
Rules in Connection with Certain 
Exchanges; VI, Amortization; VII, 
Earnings and Profits of Corporations. 

Mr. Alvord points out that “it is 
unnecessary to add that at the time 
this analysis is written no regulations 
(other than amortization regulations 
—T. D. 5016) have been promul- 
gated by The Treasury, and no rul- 
ings have been published. A reminder 
is similarly unnecessary that our sug- 
gested interpretations are based upon 
our best opinion at the time we go 


| to press—always subject to abandon- 


‘ ment as further analysis and consid- 


eration require. The Act bristles with 
‘unknowns’ and ‘unknowables.’ It is 
unquestionably the most complicated 
statute ever enacted by the Con- 
gress.” 

It is possible in this limited space 
to reproduce only a small section of 
the booklet, that dealing with Spe- 
cial Relief Provisions, in which most 
controllers are interested, because of 
abnormalities which arise in thou- 


sands of cases. These are covered in 
Sections 721 to 723 of the Act. Mr. 
Alvord writes: 


SECTIONS 721 TO 723. SPECIAL RE- 
LIEF PROVISIONS. 


The importance of the specific provi- 
sions of the relief sections cannot be min- 
imized even though it is expected that 
section 722, at least, will be revised by 
the Congress at the first opportunity, and 
that such revision will be made applicable 
to the taxable year 1940. 

Section 723, originally numbered sec- 
tion 721, was the only special relief pro- 
vision in the House Bill. It was intended 
merely to take care of the case where, by 
reason of loss of records, for example, 
the corporation’s equity invested capital 
cannot be arrived at in the manner pro- 
vided by section 718. It provided an al- 
ternative method of computing invested 
capital which will be discussed below 
when that section is taken up in detail. 

Section 721, covering certain specific 
cases of abnormalities in income, was 
added by the Senate Finance Committee.” 
The inadequacy of section 721 was quite 
generally appreciated in the Senate, but 
the lack of time to perfect an adequate 
provision, before passage of the Bill by 
the Senate, was also recognized. While 
the section took care of a few types of 
income abnormalities, it failed to cover 
many situations where neither the income 
nor invested capital credit would produce 
a fair result. Accordingly, section 722 
was added primarily for the purpose of 
eliminating any parliamentary question 
as to the authority of the conferees to 
agree upon an appropriate provision. It 
gives the Commissioner general author- 
ity to adjust for any abnormality affect- 
ing income or capital, with his decision 
subject to review by the Board of Tax 
Appeals. 

Because of a failure on the part of the 
conferees to reach an agreement on the 
revision of section 722, the Conference 
Committee left the section in the Bill, with 
the understanding that the Treasury and 


122 Statement, Colin F. Stam, Senate Hear- 
ings, p. 210 

123 The section was revised on the floor of the 
Senate and again in Conference. 

12% The section was numbered section 721% 
in the Senate Bill. The language was revised 
in Conference with no apparent change in 
effect. 
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members of the staff of the Joint Commit- 
tee on Internal Revenue Taxation would 
give further study to the entire problem 
of special relief and report to the ap- 
propriate committees as soon as possi- 
ble.” The general status of the special 
relief provision is reflected in the follow- 
ing remarks of Senators Harrison and 
George when the Conference Report was 
under consideration in the Senate: 

“Mr. Harrison. * * * I may say, in that 
respect, that in my opinion the general- 
relief provision is one of the most im- 
portant features in this bill. Indeed, I 
would have liked to have seen it per- 
fected; but the Senator will recall that 
when the relief provision was recom- 
mended by the Senate Finance Committee, 
some doubt was expressed by the drafting 
experts and the Treasury Department 
representatives as to whether or not they 
could draft it in perfect form, and so 
forth. We gave them the time to do it in 
the way that they insisted it be done, and 
brought in a draft dealing only with 
abnormalities in income for the taxable 
year. This was subject to some criticism, 
and on the floor the Senator from Georgia 
[Mr. George] offered another provision 
giving the Commissioner general author- 
ity to make adjustments where abnor- 
malities existed in income or capital and 
giving the Board of Tax Appeals the 
right to review the decision of the Com- 
missioner. 

“One of the hardest fights made in the 
conference was the attempt of the Senate 
conferees to get this Senate amendment 
or the substitute offered by the Senator 
from Georgia [Mr. George] adopted. The 
Senate amendment, with slight modifica- 
tions, was finally adopted and the Treas- 
ury and the staff of the Joint Committee 
on Internal Revenue Taxation were in- 
structed by the conference to study the 
entire problem covered by this section, 
and report to the appropriate committees 
on the subject as soon as possible.” [Cong. 
Rec., Vol. 86, No. 183, p. 19499] 


“Mr. George. 


“There is one other feature of the bill 
to which I wish to refer. On the floor, 


in addition to the specific provisions for 
125 Conf. Rept., p. 52. 


(Please turn to page 26) 
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Substantial savings on dozens 
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Analysis of Excess Profits 
(Continued from page 24) 


relief made in extreme hardship cases in 
section 721, I offered an amendment 
known as section 72114. That amend- 
ment, in substance—and I think as it was 
intended to mean at the time—is con- 
tained in the bill as section 722. Broadly, 
it gives authority to the Commissioner 
of Internal Revenue to make adjustments 
in the case of abnormally affected income 
or capital and also makes his decision re- 
viewable by the Board of Tax Appeals. 
Not only, Mr. President, is that in the 
bill, but it is in the bill with my express 
concurrence; but coupled with the state- 
ment that at the very first opportunity, 
on bills that must be favorably considered 
by the House and Senate, I propose to 
offer and carry through, if it is humanly 
possible, additional provisions to make 
effective, and provide the method of pro- 
cedure by which it can be made effective, 
this broad provision in this bill, because 
in no other way can exceptional hardship 
cases be saved under this particular bill.” 
[Cong. Rec., Vol. 86, No. 183, p. 19503] 

The specific provisions of the Act will 
be considered in the light of this ex- 
pected revision and an effort will be 
made to point out some of the deficiencies 
and uncertainties therein. 

TREATMENT OF SPECIFIC INCOME ABNOR- 
MALITIES.—Section 721 grants relief 
in those cases where there is includible 
in the taxpayer’s gross income for the 
taxable year items of income, falling 
within certain specified classes, which 
items, in the light of the taxpayer’s busi- 
ness (1) are abnormal in character, or 
(2) are grossly disproportionate to the 
gross income of the same class in the four 
previous taxable years. In either of such 
events, the amount of such items attribut- 
able to any previous or future taxable 
year, and therefore, the amount, if any, 
to be included in the taxable year, is to 
be determined, under rules and regula- 
tions prescribed by the Commissioner 
with the approval of the Secretary. 

The excess profits tax for the table year 
shall not exceed the sum of the excess 
profits tax for the taxable year computed 
without the inclusion in gross income of 
the portion of the item which is attribut- 
able to any other taxable year, plus the 
aggregate of the increase in the excess 
profits tax for each previous taxable year 
to which any portion of such item is at- 
tributable which would have resulted if 
such portion had been included in the 
gross income for such previous year. It 
is also provided that the amount deter- 
mined to be attributable to any future 
taxable year shall, for the purposes of the 
excess profits tax, be included in the gross 
income for such year. 

The section deals with items of income 
from any one or more of the following 
classes: 
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“(a) Arising out of a claim, award, 
judgment, or decree, or interest on any 
of the foregoing; or 

“(b) Constituting an amount payable 
under a contract the performance of 
which required more than 12 months; or 

“(c) Resulting from exploration, dis- 
covery, prospecting, research, or devel- 
opment of tangible property, patents, 
formulae, or processes, or any combina- 
tion of the foregoing, extending over a 
period of more than 12 months; or 

“(d) Includible in gross income for 
the taxable year rather than for a differ- 
ent taxable year by reason of a change in 
the taxpayer’s accounting period or 
method of accounting; or 

“(e) In the case of a lessor of real 
property, amounts included in gross in- 
come for the taxable year by reason of 
the termination of the lease; or 

“(f) Dividends on stock of foreign 
corporations, except foreign personal 
holding companies;’’. 

Item (a), covering claims and awards, 
presents interesting problems of alloca- 
tion, which must await the regulations. 
Awards of the Mixed Claims Commission 
are specifically allocated to years prior 
to 1940 (pursuant to the Conference Re- 
port explanation for eliminating section 
711(a)(1)(1) of the Senate Bill which 
specifically excluded such awards from 
excess profits net income),™ and pre- 
sumably the same principles will be made 
applicable to other income under this 
item. 

Item (b), covering income from con- 
tracts the performance of which requires 
more than one year, is of particular im- 
portance to corporations with long-term 
building, installation, or construction con- 
tracts, reporting on a completed contract 
basis pursuant to the election afforded by 
section 19.42-4 of Regulations 103. 

Item (c), covering income from ex- 
ploration, discovery, prospecting, research 
or development, is limited to income 
derived from the taxpayer’s own explora- 
tion, etc. This limitation becomes clear 
from the elimination of the phrase “by 
the taxpayer or any of its predecessors” 
which appeared in the Senate provision 
after the word “foregoing,” and from the 
following statement in the Conference 
Report: 

“The item relative to income resulting 
from explorations, etc., has been rewrit- 
ten.” The exploratien, etc., from which 
the income is derived must be the tax- 
payer’s own exploration. Income resulting 
from activities of such a character carried 
on by a predecessor corporation is not 
entitled to the treatment provided in sec- 
tion 721.” [p. 51] 

The deleted phrase was originally added 
to the provision by an amendment offered 
on the floor of the Senate by Senator 

1% Conf. Rept., p. 45. 


127 The rewrite consisted solely of the elimi- 
nation of the phrase referred to above. 


Brown to cover the case of the individual 
or partnership that incorporates.” Sena- 
tors George and King, members of the 
Conference Committee, expressed the 
view, when the Conference Report was 
up for agreement, that elimination of the 
predecessor case from section 721 was 
not intended to prevent relief under sec- 
tion 722,” 

Item (e) is intended to include all in- 
come arising by reason of the termination 
of a lease, regardless of the character of 
the item. This is clearly stated in the 
Conference Report (p. 51), where it is 
pointed out that the Senate provision, 
which was limited to income “attributable 
to improvements on the property,” had 
been thus broadened. 

Item (f), covering foreign dividends, 
will apply, of course, only where the in- 
come credit is used, since this type of in- 
come is not included in excess profits net 
income when the invested capital credit 
is employed. In fact, it represents the com- 
promise reached in Conference between 
the House Bill, which included foreign 
dividends when the income credit is used, 
and the Senate Bill, which excluded 
them. 

As stated above, section 721 applies 
where any one of the foregoing items of 
income in the taxable year is abnormal 
in kind or amount. No test is provided for 
determining abnormalities in kind and 
the term is not an exact one. The statute 
sheds no light on the degree of abnor- 
mality required, which may run from the 
“never” case to one of mere infrequency. 
So far as abnormality in amount is con- 
cerned, however, an attempt has been 
made to write in a specific standard of 
abnormality based on past experience, but 
the provision is by no means clear in 
meaning. 

As stated above, abnormality in amount 
is said to exist when— 


‘sk % 3% the stem includible in the gross 
income of the taxable year is grossly dis- 
proportionate to the gross income of the 
same class in the four previous taxable 
years, * * *,” [Italics supplied] 


The term “grossly” is, of course, an 
elastic word which is already creating 
doubts and will later create disputes, but 
this “play” in the provision probably 
cannot be avoided short of using some 
arbitrary percentage of disproportion— 
which would not be a satisfactory solu- 
tion. No light is thrown in the reports on 
this section with respect to the phrase “in 
the four previous taxable years.” How- 
ever, the same phrase is used in sections 
711(b)(1)(G) and (H). The Senate Re- 
183 Cong. Rec., Vol. 86, No. 172, pp. 18447, 


18448. 18450. 
129 Cong. Rec., Vol. 86, No. 183, pp. 19503-4. 








port states that the phrase as used in such 
provisions means “in each of the four 
previous taxable years.”"” Such a con- 
struction of section 721, however, would 
deny relief in many instances in which 
relief was unquestionably intended. 

The most serious doubt is presented as 
to the factors to be compared in deter- 
mining the disproportion. Strictly con- 
strued, the comparison is between the 
item of income and the fotal gross income 
of the same class in each of the four pre- 
vious years. Thus, if a taxpayer owns stock 
in three foreign corporations, two of 
which paid an aggregate of $500,000 in 
dividends to the taxpayer in any one of 
the four previous taxable years and none 
in the current year, while the third ac- 
cumulated $500,000 over the past four 
years and distributed it all in the current 
year, no abnormality would exist in class 
(f) income, if the language of the sec- 
tion is construed literally. If thus con- 
strued, however, the very cases which 
item (f) was undoubtedly intended to 
cover, namely, distributions in liquida- 
tion and extraordinary distributions out 
of past earnings, would be excluded from 
the section. The amount, the nature (a 
liquidating as compared with an ordinary 
dividend, for example), and the source 
should all be considered, and compared 
with the prior years’ experience as a whole 
(not confined solely to the four-year aver- 
age nor to the experience of ove year), if 
the purposes of the section are to be car- 
ried out. 


Must Make Allocation 

Assuming the abnormality, the next 
step is to make the allocation either to 
past or future years. If the allocation is 
to past years, as in the case of awards of 
Mixed Claims Commission, then no w7- 
favorable results can flow from the sec- 
tion. The section does not create any tax 
liabilities for past years (/.e., it does not 
actually subject the item or any portion 
thereof to tax in prior years), but merely 
provides for a hypothetical allocation to 
the prior years in order to determine 
what the excess profits tax for such years 
would have been had the item then been 
included in the excess profits net income. 
An item attributable in whole or in part 
to past years and not to future years is 
taxed in its entirety in the current taxable 
year. The allocation of the item is merely 
for the purpose of placing a limit on the 
excess profits tax for the current year at- 
tributable thereto. Thus, if the allocation 
is to past years only, the excess profits tax 
liability for neither the current year nor 
for any past year can be increased. On the 
other hand, such tax liability for the cur- 
rent year may be decreased, by an alloca- 


130 See discussion of Secs. 711(b)(1)(G) and 
(H), p. 24, above. 
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tion of income to a past year in which the 
excess profits tax was not in effect or in 
which the excess profits net income, in- 
cluding the allocated income, does not ex- 
ceed the credit. 

In addition, the report of the Commit- 
tee on Finance, which Committee origi- 
nated section 721 and recommended it to 
the Senate, declares that a further decrease 
in the excess profits tax liability may re- 
sult from an increase in the income credit 
through allocation of income to base 
period years. The Report states: 

“If it is determined that the income re- 
ceived in the taxable year is attributable 
to years in the base period, the amount of 
such income so attributable to such years 
will have the effect of increasing the base 
period net income and thus the credit 
under the average-earnings method.” 
[p. 16] 

This interpretation of section 721 by the 
Committee on Finance is consistent with 
the language employed in section 721, 
and the resulting policy is sound. There 
would appear to be no basis for disregard- 
ing the specific expression of intention on 
the part of the Committee—particularly 
in view of the fact that the section, al- 
though revised to some extent in con- 
ference, was not changed in any way 
which would affect this interpretation of 
the section by the Committee on Finance. 

The feature of section 721 with respect 
to allocations into the future is the only 
one which can conceivably result in an 
aggregate increase in excess profits tax 
under the section. There is nothing to in- 
dicate that the Commissioner can not 
initiate an allocation under the section 
without application therefor by the tax- 
payer and the situation might well arise 
where an abnormal item of income would 
produce more excess profits tax in a future 
year than in the current. The practical 
significance of this feature, however, may 
prove to be unimportant in view of the 
relatively small number of items in the 
enumerated classes of income which 
would appear to be subject to allocation 
into the future. 

Section 721 prescribes no specific rules 
or standards for allocating income to 
either past or future years. It merely 
states that the amount attributable to 
such years shall be determined under 
rules and regulations prescribed by the 
Commissioner with the approval of the 
Secretary. The Senate Committee Report 
states, however, that: 


“It is expected that such regulations 
will provide general rules prescribing the 
method by which the taxable years to 
which the income is to be attributed and 


131 Presumably, the resulting increase in the 
income credit would apply not only in deter- 
mining the excess profits tax liability for the 
taxable year in which the item of abnormality 
occurred, but also in determining the excess 
profits tax liability for prior and subsequent 
years. 
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the amounts to be attributed may be as- 
certained. * * *” [p, 15] 


Thus, if the Senate Committee’s expecta- 
tions materialize, and if the rules pre- 
scribed by the regulations are sound, the 
regulations will furnish the guiding stand- 
ards which are now missing. 

In this connection, it should be empha- 
sized that the Commissioner’s determina- 
tions and the validity of his regulations 
under section 721 are subject to review 
by the Board of Tax Appeals, in the event 
of a proposed deficiency. Although sec- 
tion 721 does not so specifically provide 
(as does section 722), there is nothing 
in the section to “lift” the taxpayer’s 
general right to a judicial review of the 
validity of the Commissioner’s determina- 
tions and regulations. Furthermore, the 
statements of Chairman Harrison of the 
Senate Committee during the considera- 
tion of the Bill leave no room for doubt 
on this score.“ 


ADJ USTMENT OF ABNORMALITIES GEN- 
ERALLY.—Section 722 of the Act is,as stated 
above, nothing more than a temporary 
makeshift which, it is contemplated, will 
be replaced either by an expansion of 
section 721, or by a new section dealing 
specifically with special relief cases not 
now provided for by either section 721 
or section 723. As the section now reads, 
it confers on the Commissioner general 
authority to adjust abnormalities affecting 
either income or capital. No types or 
classes of abnormalities are listed and no 
standards are prescribed either for de- 
termining the existence of an abnormality 
or the means of adjusting therefor. The 
section is admittedly lacking in the neces- 
sary requirements of a sound special re- 
lief provision to be retained in the statute. 
In view of the definiteness of the program 
to amend the relief provisions, it is useless 
to speculate on what the results might be 
if section 722 were retained in its present 
form. 


COMPUTATION OF EQUITY INVESTED 
CAPITAL IN SPECIAL CASES.—Section 723 
is intended to afford relief in those cases 
where the Commissioner determines that 
the taxpayer’s equity invested capital, at 
the beginning of its first year subject to 
the excess profits tax, cannot be deter- 
mined under section 718. In such an event, 
the equity invested capital at the begin- 
ning of the year shall consist of the 
money on hand, plus the aggregate of the 
adjusted basis of the assets held by the 
taxpayer at such time, less the indebted- 
ness then outstanding. The equity invested 
capital for each day thereafter, as well as 
at the beginning of the first taxable year, 
is to be determined in accordance with 
rules and regulations prescribed by the 


182 See Cong. Rec., Vol. 86, No. 172, pp. 18448, 
19499, 


(Please turn to page 30) 
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Six New Rules Cover Filing of 
Investment Company Reports 


Four rules have been adopted by the 
Securities and Exchange Commission 
under the Investment Company Act 
of 1940, and two rules under the Se- 
curities Exchange Act of 1934, relating 
to the filing of annual reports with the 
Commission and the transmittal of re- 
ports to stockholders by investment 
companies registered under the Invest- 
ment Company Act. 

The new rules constitute the first 
step in the Commission’s program for 
periodic reporting by investment trusts 
and investment companies. An impor- 
tant aspect of this program is the em- 
phasis upon stockholders’ reports, ex- 
press provision for which is made in 
Section 30 (d) of the Investment Com- 
pany Act. The new rules also repre- 
sent, the Commission states, a further 
advance in the Commission’s policy of 
eliminating duplication in the filing of 
reports required under the various 
statutes administered by the Commis- 
sion. 

Changes in or additions to these 
rules may follow, the Commission an- 
nounces, upon the basis of further ex- 
perience and as rules are adopted under 
related provisions, such as Section 31 
(c) of the Investment Company Act, 
which deals with the accounting prin- 
ciples to be followed by registered com- 
panies. 


REPORTS TO STOCKHOLDERS 


Section 30 (d) of the Investment 
Company Act of 1940 requires com- 
panies registered under that Act to 
transmit semi-annual reports to their 
stockholders, and authorizes the Com- 
mission, within certain specified limits, 
to prescribe the minimum information 
to be contained in such reports. Rule 
N-30D-1, which has been adopted 
under this section, prescribes the finan- 
cial and other information which man- 
agement investment companies must 
include in these reports. The rule does 
not apply to reports for any fiscal pe- 
riod ending prior to December 31, 
1940. However, all management com- 
panies having a fiscal year or half-year 


ending on or after December 31, 1940 
will be required to make reports to 
their stockholders. Copies of these re- 
ports must be filed, pursuant to Section 
30 (b) (2) of the Act and Rule 
N-30B2-1 adopted thereunder, within 
ten days after their transmission to 
stockholders. 

Rule N-30D-2 relates to reports by 
unit investment trusts. Trusts of this 
class are being required to report to 
their shareholders only if they are so- 
called “top trusts,” that is, unit invest- 
ment trusts whose entire assets consist 
of securities issued by a management 
company. Simple reporting require- 
ments for unit trusts other than ‘“‘top 
trusts’” may eventually be adopted, the 
Commission announces, but since these 
organizations, which have virtually no 
management activities, present a spe- 
cial problem, they will be made the 
subject of further study before the 
promulgation of further regulations. 

Face amount certificate companies, 
as to which the Investment Company 
Act does not generally become effective 
until January 1, 1941, also present a 
special problem, and accordingly are 
not included in the present rules. 


ANNUAL REPORTS TO THE 
COMMISSION 


Section 30 (a) of the Investment 
Company Act requires companies reg- 
istered under the Act to file annual re- 
ports with the Commission containing 
the same information as that contained 
in the annual reports which are filed 
under the Securities Exchange Act of 
1934 by investment companies whose 
securities are listed on a national se- 
curities exchange. Section 30 (c) of the 
Act requires the Commission to adopt 
rules under which it will be possible 
for registered investment companies, 
by filing additional copies of annual 
reports required under the Investment 
Company Act, to comply with the an- 
nual reporting requirements of the Se- 
curities Exchange Act. 

In order to carry into effect the pol- 


icy expressed in these sections, the staff 
of the Commission is presently engaged 
in the preparation of a single form 
upon which Investment companies may 
file their annual reports under both 
the Securities Exchange Act and the 
Investment Company Act. The Com- 
mission’s staff is also engaged in pre- 
paring a single form for the full reg- 
istration of investment companies both 
under Section 8 (b) of the Investment 
Company Act and Section 12 of the 
Securities Exchange Act. These forms 
will be promulgated some time during 
the first quarter of the year 1941, it is 
announced. 

In view of the fact that companies 
registered under the Investment Com- 
pany Act will shortly be filing full 
registration statements, the Commis- 
sion feels that those companies which 
are not already subject to annual re- 
porting requirements should not be re- 
quired to file an annual report during 
the intervening period. Rule N-30A-1 
accordingly requires the filing of an- 
nual reports pursuant to Section 30 
(a) of the Investment Company Act 
only with respect to fiscal years ending 
on or after the date upon which the 
company files its full registration state- 
ment. As a consequence, those com- 
panies having a fiscal year ending on 
December 31, 1940 will not have to 
file an annual report for the fiscal year 
1940 though they will have to file such 
a report for 1941 and subsequent years. 

With respect to investment com- 
panies which are already subject to an- 
nual reporting requirements under 
either Section 13 or Section 15 (d) of 
the Securities Exchange Act, the Com- 
mission’s rules under the Securities Ex- 
change Act have been amended to per- 
mit such companies to file as an annual 
report copies of their full registration 
statements under the Investment Com- 
pany Act. 

The new rules all became effective 
January 2, 1941. 


It is not too early to mark calendars 
for attendance at the Tenth Annual 
Meeting of The Controllers Institute 
of America, September 29 and 30 and 
October 1, at the Waldorf-Astoria Ho- 
tel, New York City. 























2,600 Copies 


OF THE BOOK 


_Controllership: Its Functions and Technique 


By JOHN H. MacDONALD 


Have Been Distributed Since September 1, 1940 


The eagerness with which the business public has received this book testifies to the 
interest that prevails as to what a controller really is, and what he does. ‘The cloudiness 
and loose thinking which prevail concerning the controller and his functions may be 


dispelled by reading the 134 pages of this book. 


It is suggested that controllers obtain extra copies for members of their staffs; they 


will profit from careful study of this work. 


Officers of companies, other than controllers, would undoubtedly welcome the op- 
portunity to read this book; and directors of corporations could clarify their thoughts 
with respect to controllership by acquainting themselves with the contents of its pages. 


It Takes the Mystery Out of Controllership! 


SECTION HEADINGS: 


I: What Is Controllership? IV: Relations of Controllers with Govern- 
mental Bodies. 
II: Functions of the Controller. V: The Controller’s Relation to Company 
Policies and Management. 
III: Relations Between Controllers and Public VI: Controllers’ Reports and Their Interpreta- 
Accountants. tion. 


$2.08 a Copy Including Postage 


Order from 


CONTROLLERS INSTITUTE OF AMERICA 
One East Forty-Second Street New York City 








23 














30 


Analysis of Excess Profits 
(Continued from page 27) 


Commissioner with the approval of the 
Secretary. 

Contrary to general impressions, sec- 
tion 723 does not grant relief where the 
ratio of inadmissibles to total assets can- 
not be determined. The section applies 
only if equity invested capital cannot be 
determined at the beginning of the tax- 
payer’s first taxable year. The ratio of in- 
admissibles applies only in the computa- 
tion of average invested capital™ which is 
a concept applicable only to the entire 
taxable year.“ Any relief, therefore, from 
the hardships of determining the ratio of 
inadmissibles will have to come from 
regulations or legislation. 

The principal considerations to be 
given section 723 are: 


(1) In determining the equity invested 
capital at the beginning of the first tax- 
able year, the section fails to state 
whether the adjusted basis for determin- 
ing gain or for determining loss is to be 
used in aggregating the assets then on 
hand; 

(2) No standards whatever are laid 
down for ascertaining equity invested 
capital after the beginning of the first 


year; 2135 


(3) The language of the section should 
be “pointed up” to reflect its real nature 
as a relief provision—not an authoriza- 
tion to the Commissioner to compel a dif- 
ferent method of computing invested 
capital whenever he encounters difficulty 
in determining invested capital under sec- 
tion 718;™ and 

(4) Statutory safeguards against arbi- 
trary action (though not technically es- 
sential) should be supplied. 


138 Secs. 715 and 717. 

1% Sec, 715. 

1385 Except that the last sentence of the sec- 
tion provides that in such a case the equity 
invested capital shall be determined in ac- 
cordance with the Commissioner’s regulations 

“using as the basic figure the equity in- 
vested capital as so determined”’. 

188 That the section was intended as a relief 
provision is clearly established by the Ways 
and Means Subcommittee Report in which the 
section was proposed. The Report states that 
by reason of a number of differences between 
the excess profits tax legislation of the World 
War period and the proposed bill: 

“Your subcommittee has granted special 
relief only in cases where the Commissioner 
is unable to determine the taxpayer’s equity 
invested capital for the first day of the first 
taxable year beginning after December ai. 
pa. =? To. 9] 


Controller—Financial Executive 


A member of The Controllers Institute of 
America, backed with a successful record as 
controller and financial executive of a large 
manufacturing enterprise, is now seeking a 
new connection. Also possesses broad ex- 
perience in the handling of both federal 
and state taxation, corporate insurance. Edu- 
cation includes Wharton School, University 
of Pennsylvania, and other recognized ac- 
counting and business training. Address 
No. 356, ‘““The Controller.” 


The Controller, 


January, 1941 


Controller General's Decisions 


Should Be Watched Carefully 


In a recent luncheon conference in 
New York City on the general subject 
of war defense contracts with the Gov- 
ernment, the point was made that busi- 
ness concerns should watch carefully 
the decisions of the Comptroller Gen- 
eral of the United States. These are 
published by the General Accounting 
Office through the United States Gov- 
ernment Printing Office. The subscrip- 
tion price by the year is $1. Subscrip- 
tions should be sent to the Superin- 
tendent of Documents. 

In a group of decisions published 
under date of October 1940, there 
appears a ruling (B-12733) headed 
“Contracts—National Defense Pur- 
poses—Effect of Administrative Elec- 
tion To Advertise for Bids.’’ Decision 
(B-12741) on “Insurance—Propriety 
of Procuring from a Mutual Company 
—cCost-plus Contracts’ is to the effect 


that workmen’s compensation and pub- 
lic liability insurance may be procured 
from a mutual insurance company by a 
Government contractor whose cost-plus- 
a-fixed-fee mnational-defense contract 
provides that the Government will pay 
the cost of such insurance policies as 
the contracting officer approves, where 
said officer believes adequate protec- 
tion will be furnished by the mutual 
company at a less cost than by a stock 
company. Another decision (B-13016) 
covers the subject of advance payment 
on contracts for supplies. Acting Comp- 
troller General R. N. Elliott wrote to 
the Secretary of Commerce on that sub- 
ject. 

“Where a supply contract provides 
for payment ‘for articles delivered and 
accepted’ and that the contractor shall 
be responsible for the supplies or ma- 
terials ‘until they are actually in the 
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THE OLD eet occies space- 
wasting, dirty, inflammable, un- 
systematic, short-lived, hazardous, 
inconvenient. 


records and a big savings of time 
and money in the handling and 
housing of your records. 


SAFE-T-STAK Files are made 
to Fit Your Forms. 


Years of experience and specialized training in 
the filing and storage of records have given us 
a vast store of practical and technical informa- 
tion on which to base our service to you. Much 
of this information has been condensed in the 
little book illustrated here. It is yours without 
obligation. Send for it today—it will pay you 
real dividends. 


with 


SAFE | STAK 
STEEL STORAGE FILES 





As controller you know that the burden of systematic 
record keeping is a real problem. When you install 
SAFE-T-STAK Steel Storage Files you are adopting 


a record storage system based on an ex- 
. haustive survey, years of actual experi- 
f ence and a long period of file construction. 
SAFE-T-STAK assures you quick access to 
your important semi-active and inactive 
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permanent, safe, accessible for instant reference. 


THE STEEL STORAGE FILE CO., 2218 West 63rd St., Cleveland, Ohio 


Please mail us your booklet today 
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possession of a Government represen- 
tative at destination,’ payments there- 
under upon the basis of vouchers or 
invoices supported by evidence of ship- 
ment, only, without evidence of arrival 
of the supplies at destination and with- 
out assurance of receipt or acceptance 
of such supplies by the Government, 
would be unauthorized.”’ 

There is a ruling (B-13125) entitled 
“Contracts—Eight Hour Law—Effect 
of Overtime Wage Provisions of Act 
of September 9, 1940.” 


“Trends in Public Assistance, 1933-1939,” 
Published by Social Security Board 


The Social Security Board has pub- 
lished extensive data on public assistance 
and work programs covering the seven- 
year period 1933-1939. The latest report, 
published November 15, 1940, brings to- 
gether in one volume a comprehensive 
record of the operations of all state and 
territorial programs for general relief, 
old-age assistance, aid to dependent chil- 
dren, and aid to the blind for the entire 
period since the inauguration of the Social 
Security Act. This record is supplemented 
by data on payments and recipients in 
these areas by counties or other local sub- 
divisions for a single month, December, 
1939. 

The report also summarizes and pre- 
sents revised figures for the statistical 
series On payments and recipients under 
Federal work programs and Federal, State, 
and local assistance programs in the con- 
tinental United States for the seven-year 
period 1933-1939. 

Much of the information included in 
the 98-page volume, which is entitled 
“Trends in Public Assistance, 1933-1939,” 
has been published in successive issues of 
the ‘Social Security Bulletin,” the official 
monthly publication of the Social Security 
Board. The county data, however, are 
published here for the first time, and data 
previously published are revised and pre- 
sented in convenient tabular form. 

Copies of the report are available from 
the Superintendent of Documents, United 
States Government Printing Office, Wash- 
ington, D. C., at 20 cents each. 


THINKS DR. SPAHR’S ARTICLE 
OUTSTANDING EXPOSITION 


To the Editor: 

I think the article by Dr. Spahr in 
the December issue of THE CONTROLLER is 
an outstanding exposition of our current 
economic problem, and I think he has 
some very practical suggestions for its 
solution. 

HENRY C. PERRY 
Heywood-Wakefield Company 
Gardner, Massachusetts. 
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Anyone, after a few moments practice, can do business figur- 
ing on the Marchant almost as fast as those who are thor- 
oughly accustomed to it. 


The calculating is done automatically and electrically by the 
calculator—not by the operator. For instance, in multiplica- 
tion the operator merely “‘sets up” the amounts to be multi- 
plied. While this is being done, the answer is simultaneously 
being produced. 


And—because of this exceptional simplicity, a Marchant- 
equipped office can be staffed by those of all ’round ability... 
«tho can perform any number of office tasks—the way to 
promotion for them ... and the way to sustained office 
efficiency for management. ao YEAp 


There is a Marchant size for every need. The 
smallest Marchant occupies desk space of 
6 in. x 10 in., and the largest 11% x 14 in. 
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Making Use of Money Saving Ideas 
in Office Operations 


All of us who have the responsibility 
for office operations will admit at least 
two functions. First—that of serving 
the operating divisions of the company 
so that they may meet their objectives. 
Second—to do that economically. The 
second responsibility is the one upon 
which we shall speak tonight. 

Time passes so rapidly, that the end 
of each-year is likely to find us without 
something we can put our fingers on 
and say, ‘that arrangement has been 
made more economical. We have saved 
so many dollars on that,” or “here is 
an idea that was put to use and netted 
us so much,” 

Any plan or program is better than 
none at all, but a company that has a 
well organized program to take advan- 
tage of all the available money saving 
ideas on office operations is the one 
that is in the best position to meet the 
increasing demands of competition. 

I say money saving ideas in contrast 
to time saving ideas, because time saved 
does not necessarily mean money saved. 
It depends on what we do with the 
time saved. We can not store it very 
conveniently, but we can invest it, or 
it can so easily be wasted. We will 
discuss only those money saving ideas 
which apply to the office. 

The individual parts of a program 
for economical operation can be com- 
pared to three classifications on a bal- 
ance sheet. 

The first classification covers im- 
mediate money savings comparing fav- 
orably with the balance sheet item— 
cash. Ideas that are readily usable— 
ones that we can put right to work. 

The second classification, or inter- 
mediate money saving ideas, compares 
with the receivables on our balance 
sheet; those ideas which take constant 
and continuous effort in order to realize 
any return. 

The third classification, or long 
range money saving ideas, is much like 
investments. After the program is in- 


By R.. Shull 


vestigated and put into operation, the 
dividends roll in without a great deal 
of effort. 


IMMEDIATE MONEY SAVING IDEAS 


Let us consider, then, immediate 
money saving ideas. This is the classi- 
fication to which we all rally. We are 
eager to get these ideas because little 
effort is necessary to make them pro- 
duce. On the other hand, their return 
is the smallest. Let us define it as 
substitution, with the required quality 
maintained. 

The word required needs a little at- 
tention, too. You would not think of 
supplying a two-color engraved letter- 
head on 50 per cent. rag stock for in- 
ter-office correspondence. There's the 
story of the specifications for a new 
building that called for Grade “A” 
glass. The contractor supplied ‘B” 
grade. When called for explanation 
he insisted that the “B’ grade glass 
was now as good as “A” was formerly. 
It was found to be true—the specifica- 
tions were changed, and the difference 
in cost saved. I once heard my mother- 
in-law tell a department store clerk 
that she did not want a tablecloth that 
would “‘last a life-time.’’ She likes to 
buy new things, perhaps a new kind of 
tablecloth would be invented and if 
there was she wanted it. Let us not 


uy quality that is not required. When 


we know the quality requirements we 
can take advantage of the less expen- 
sive items that maintain that quality. 
Most of the possibilities in this first 
classification will be found in stationery 
vupplies. Printing is one of the larger, 


if not the largest, stationery supply ex- 
pense. A periodic review and con- 
stant attention to forms, their use and 
misuse, will not only save you dimes 
in your stationery expense, but dollars 


in payroll. 


FoRMS SHOULD FACILITATE 
OPERATIONS 


Before we go into the printing of 
forms let us for a moment consider the 
drafting of forms. What is a form? 
A form is a piece of plain paper upon 
which has been put certain words and 
lines to facilitate its use. The next 
thought we must keep in mind in the 
drafting of forms is that a form costs 
only a few pennies compared with the 
dollars it takes to prepare and use it. 
We must keep these two fundamentals 
in mind in doing any cost reduction 
work on forms expense. We must 
never allow our enthusiasm for econ- 
omy of printing to overrule our econ- 
omy of operation. If we allow our- 
selves to standardize on forms and not 
standardize on operations, and by so 
doing we are required to scratch out, 
write in, or go to other kinds of mis- 
use, we have stepped over the bounds 
of one of the fundamentals, that a 
form is used only to facilitate an op- 
eration, not to hamper it. 

Forms can be largely of standard 
sizes. The savings from that change 
can be close to 10 per cent. Without 
changing any specifications, but merely 
furnishing the forms to the printer at 
the same time so that a “gang” run 
“could be made, still another 30 per 
cent. can be saved. Up to this point 








The author of this paper is manager of the Division Planning 
Department of Socony-Vacuum Oil Company, Inc., of Detroit. 
The paper was presented on November 13, 1940, at a meeting 
of the Detroit Control of The Controllers Institute of America. 
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the same savings can be made whether 
you purchase your printing or have 
your own print shop. 

The next step is a logical outgrowth ; 
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ment. It is so easy to get involved in 
elaborate equipment that does every- 
thing but talk, when our requirements 
are for a simple, comparatively inex- 


the signing of a mutually beneficial” pensive piece. You may even find some 


contract with a local printer. The con- 
tract is a guarantee over a specific pe- 
riod for all flat-bed printing on a cost 
plus basis. All costs are predetermined 
except paper, which is based on market 
price. Prices can be computed as easily 
by the purchaser as by the printer. 
Through a contract the printer is placed 
in a position to render services that can 
not be anticipated on a bid per job 
basis. The printer who holds our con- 
tract is very enthusiastic about it and 
feels that it has been as beneficial for 
him as for the purchaser. 

There are savings to be made by 
packaging our own brands of supplies. 
It applies well to carbon paper, type* 
writer ribbons, and the like. For our 
example we will use wood pencils. A 
saving has been made in one organi- 
zation of from 30 per cent. to 45 per 
cent. per gross, due to contract pur- 
chasing. As by-products of this sav- 
ing the pencils carry the company 
name, and on two of the four degrees 
of hardness a higher quality is used. 

While we are on the subject of wood 
pencils, let us consider the value of 
pencil stubs—most commonly thrown 
away. One concern has them turned 
in from the office and supplies them to 
its plant men. The plant men did not 
like to carry long pencils and broke 
them in two anyway, so now they use 
the stubs from the office. The result is 
obvious. 

It will be interesting to hear during 
the discussion period of the results 
many are having with mechanical pen-~ 
cils. Results so far are not unanimous. 
Much depends on the pencil used and 
the administration. Many of the re- 
sults are so encouraging, though, that 
their use should be investigated by 
more concerns. 

The same thoughts apply to the pur- 
chase of equipment. Substitution with 
the required quality maintained. We 
buy standard flat-top desks where only= 
clerical desks are required; we buy 
clerical desks where only tables are re- 
quired. Perhaps even worse, though, 
is the purchase of mechanical equip- 


instances where good old hand meth- 
ods excel any machine for the funda- 
mental requirements. 

We have become mechanical minded. 
We have allowed ourselves to assume 
that anything that can be done mechan- 
ically is best done mechanically. We 


A booklet, “FRIDEN 
Effort Savers”, contain- 
ing a story with which 
all who use calculators 
should be familiar, will 
be mailed upon request. 
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then may take a false step, losing sight 
of the fundamental requirement which 
could be done inexpensively by non- 
mechanical means, and go through an 
involved method to fit it to the oper- 
ations of a particular piece of mechan- 
ical equipment. 


THE INCIDENT OF A CALCULATOR 


There is the story of the controller 
who was pressed by two men in his de- 
(Please turn to page 34) 


FRIDEN 


CALCULATING MACHINE CO. INC. 


SALES AND SERVICE IN ALL PRINCIPAL CITIES 
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Making Use of Money Saving 
(Continued from page 33) 
partment for a calculator. After a 
cursory check of their work and an 
attentive ear, he purchased a calculator 
for them costing perhaps $500, be- 
lieving that the problem had been well, 
though expensively, solved. It was not 
long though until the men were again 
up in arms. It seemed as though both 
men needed the calculator at the same 
time. In discussing the problem with 
a plant engineer it was suggested that 
perhaps two slide rules would do the 
job. A more thorough analysis of the 
job was made, and two slide rules were 
purchased, solving the problem entirely 
satisfactorily. Fortunately the calcu- 
lator could be placed at another loca- 
tion and an obsolete model was retired. 

Office gadgets include small money 
saving devices that are worked out for 
specific jobs. It is amazing to see the 
number of simple little devices coming 
as brain children of interested employ- 
ees. There are and there should be 
gadgets in every office. We had a prob- 
lem a short time ago. A certain few 
of our customers desired unpriced and 
unextended invoice copies to go to cer- 
tain of their departments. Our invoices 
are in continuous form, carbon inter- 
leaved. The billing clerk had been in 
the habit of retyping the entire invoice 
with the exception of the price and ex- 
tension. A young man in the organi- 
zation got the idea of using a little 
piece of angle iron cut to shape and 
tearing out that portion of the carbon 
which duplicated the price and exten- 
sion. It cost a few pennies, and saved 
several hours per month. 

Here is an example of a money sav- 
ing gadget. When desks are back to 
back, or end to end, and both persons 
need the same equipment on a part 
time basis, the use of a “turn table’ is 
helpful. It was originally made by 
an office machines maintenance man to 
make available an additional dictating 
machine. It is placed on top of the 
two desks and turns into exactly the 
same position on each desk that two in- 
struments would use. Cost, labor and 
materials, $16, made unnecessary the 
purchase of a $200 machine. 

All of this does not mean that every- 
thing we are now buying or doing 
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should be cheapened, for we are as 
likely to find that a higher quality is re- 
quired, and to lower quality is actually 
to increase the cost. What it does 
mean, then, is to determine what the 
requirements are and then meet those 
requirements. First, last and always 
we need an open mind, and a desire 
to do. We may secure many of the 
ideas that fall into this first classifica- 
tion by visits to other offices, use of li- 
braries, endless reading of the various 
trade magazines (and do not overlook 
the advertisements) , active membership 
in organizations such as this, taking ad- 
vantage of the many opportunities of- 
fered by office supply and equipment 
companies’ advertisements, pamphlets 
and representatives. 


THERE Must BE MUCH PLANNING 


The second classification, intermedi- 
fe money saving ideas, the classifica- 
tion that compares with your receiv- 
ables, is the one where continuous 
effort is required, covering the sort of 
work that systems men, methods and 
planning departments, or management 
councils perform. Its field is the work 
that our offices must do in order that 
our organizations continue to be com- 
petitive. 

Savings will demand the continuous 
employment of the best known meth- 
ods in line with our company’s current 
operating program. The job is one of 
always knowing what’s going on in 
our own offices, with a periodic check 
to insure the keeping in mind of fun- 
damental objectives of the procedure. 
So many unnecessary checks and double 
checks or temporary requirements can 
be injected into a procedure that a su- 
pervisor must keep clearly in mind his 
objectives. A procedure is built—it 
goes straight to its objective, but to- 
morrow an error occurs and we go off 
at a tangent to avoid making the error 
again. Later another function is added 
to the procedure and we dart off on 
still another tangent—until the straight 
line objective takes on the appearance 
of a mountain range. Just as dust and 
rust attach themselves to metal objects, 
waste attaches itself to our methods 
and procedures, and we must audit our 
procedures every so often, remove the 
rust and dust, and return the methods 


to, at least, their original effectiveness. 

This does not mean that we must 
adopt every new system, every new 
piece of equipment. It does mean con- 
stant improvement. One organization 
in auditing a sales analysis routine re- 
placed tabulating equipment using 
hand driven calculators as the back 
bone for an entire new system with an 
estimated annual saving of $25,000. 
An authority once said, “A $25,000 
plan is a $100,000 plan after it has 
been in for four years.” 


PROGRAM Must BE WELL MANAGED 


On the other hand we have a com- 
pany which replaced billing machine 
equipment with tabulating equipment 
on an order-invoicing routine. Not 
only did it accomplish what it set out 
to do, increased speed, but it saved 
$15,000 every year. It is not the equip- 
ment alone, it is not the system sur- 
rounding the equipment alone, it is 
keeping the ground cultivated so that 
it is productive. A well managed pro- 
gram of internal procedure audit will 
keep the rust and dust at a minimum 
and an organization fitted for stream- 
lined action. 

Much has been said and written on 
the subject of centralization versus de- 
centralization. We are not going to 
discuss the relative merits but should 
like to suggest continued thought on 
the subject for our own particular or- 
ganizations. Probably the only sum- 
mary that can be drawn is that cen- 
tralization should follow closely the 
operations of the company. 

Here are two opposing examples. 

A Detroit company was one of the 
pioneers in the centralization of office 
activities. A good many years ago it 
centralized its stenographic work into 
two units, a small secretarial unit for 
the executive staff, and a much larger 
one for transcriptiton of dictated cylin- 
ders. The estimated savings have been 
$35,000 a year. Can you say in fifteen 
years that you pioneered an office pro- 
cedure in 1940 that has become prac- 
tically universal in accepcance? There 
are as many undiscovered money sav- 
ing ideas ahead of us as there are be- 
hind us. You have heard it said that 
education must serve two purposes, to 
teach us that which is known, and to 
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help us perceive that which is un- 
known. 

The opposing illustration comes 
from Cincinnati during the flood a 
couple of years ago. It shows what 
can happen under too much central- 
ization. In the last days of the rising 
waters, when people miles from the 
river were leaving their homes for 
higher ground, a chain store manager 
sent a frantic telegram to headquarters 
for immediate authorization to hire a 
truck to remove the stock from the 
store. As the water crept in the front 
door the reply arrived, ‘““Map shows 
you seven miles from river. No flood 
danger.” The next day the manager 
reported a loss of $30,000 in damaged 
stock. 


CAN Not PREVENT PROGRESS 


As someone has said, “We all re- 
sist change, but no one is big enough 
to prevent progress.” A ten thousand 
dollar idea does not do anybody any 
good as long as it is only on paper. 
After the conception of plans and the 
working out of details, it still remains 
to overcome the inertia natural to all 
of us. 

Under this classification we have had 
three money saving plans that have 
worked for others. Probably none of 
them would work in any other concern. 
Our desire in presenting this classifi- 
cation is to show that it is a tremen- 
dously important part of any money 
saving plan. It is the classification 
which not only our methods or plan- 
ning people, but every supervisor, must 
become a part of. There are real money 
savings to be had in this second 
“money saving classification.” 


LONG RANGE PLANS 


Now we come to the third classifi- 
cation, long range money saving ideas, 
the classification that compares with in- 
vestment. It is so important a part 
that without it the going on the previ- 
ous two parts would be most difficult, 
even next to impossible. 

This classification differs from the 
others in that it is the method by which 
every employee in our organizations 
may become involved in the plan. That 
is the important thing. No one indi- 
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vidual, no group nor committee, is 
great enough to effect savings contin- 
ually without the support of the indi- 
viduals in the organization. 

One of the ways to gain employee 
support is through a well administered ¥ 
suggestion system. Such a system alone 
does not do it. It takes good adminis- 
tration. 

Some time ago I had the pleasure 
of visiting the offices of a company at 
Dayton, Ohio. One of the things that 
impressed me was a suggestion system 
that was getting results. I quote here 
from a letter from that company. 

“We were using a Multilith machine 
for preparing general letters to the 
sales force and it had been our practice 
to type these letters on white paper 
and make regular Multilith plates by 
means of photographing the copy and 
burning the copy into the plates. One 
of the correspondents in the Sales De- 
partment, through the suggestion sys- 
tem, offered the idea of eliminating the 
photographic process by using a direct 
typing plate and typing our letters di- 
rectly on the plate and running the 


Pa 


plate on the Multilith. As a result we 
began purchasing direct typing plates 
and installed an electric typewriter, so 
that we have eliminated the photo- 
graphic process entirely and have made 
it possible to release general letters in 
less time. I believe that our savings 
from this idea resulted in approxi- 
mately $1,000 a year to the company.” 

We have probably one of three re- 
actions to this particular suggestion— 
some of us will think, “Oh, that is 
nothing. We have been using that idea 
for a long time,” and to you I say, “But 
there are just such obvious money sav- 
ing ideas among your personnel that 
have not been cultivated.” 

Some of us will think, “Oh, I have 
heard of that but we have not used it 
as yet,” and to you I say, ‘All the good 
ideas in the world will not save a nickel 
if they are not put to use.” 

Some of us will think, “That’s a 
swell idea, why have we not thought 
of that before.” To you I say, ‘Put 
it to use as soon as you can, for from 
the adoption of one idea your people 
will know you are receptive to new 
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ideas, and their ideas will continue to 
be given you.” 

I should like to read a quotation to 
you from another company: “‘Keen in- 
terest and enthusiasm prevail in con- 
nection with our suggestion system. 
During 1939 we received 3,145 sug- 
gestions of which 962 were approved. 
In 45 per cent. of the approved cases 
it was found that we could estimate 
the annual savings in money value, 
such as salary, equipment, floor space, 
and the like. These savings amounted 
to $60,000. In 55 per cent. of the ap- 
proved cases the advantages accom- 
plished were not calculable in dollars 
and cents, but were regarded as at least 
equal in value to those on which a defi- 
nite money value was estimated. Dur- 
ing the year we presented 798 awards, 
for a total of $5,800.” 

The Illinois Central system paid 
$21,000 to its employees for 2,117 sug- 
gestions, during the 18 months ending 
September 17, 1940, telling the rail- 
road how to improve services or to 
make the railroad a better place in 
which to work. The combined efforts 
of the 25,120 contributors brought 
about gross savings of more than 
$100,000, it is reported. 

Prevention of waste programs are 
another long range method of saving 
money. This is a second method of 
involving all personnel. It can do a 
tremendous amount of good. Just how 
much one can hardly tell. It is most 
unlikely that we could ever evaluate 
such a program in dollars and cents. 
It can assist in making personnel cost 
conscious, a job which becomes harder 
as an organization grows. Prevention 
of waste programs can take on many 
different aspects. 

The Metropolitan Policyholders Serv- 
ice Bureau does a fine job of covering 
many different programs in its report, 
Making Employees Waste Conscious.” 
We quote from that report: by 
an executive of a large electrical manu- 
facturer: ‘A principal cause of waste 
and carelessness is the fact that em- 
ployees do not ordinarily realize the 
cost of materials, tools and supplies 
which they handle in a routine manner 
day after day, and we can not expect 
them to know, of course, if we do not 
tell them’ ” 
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Another step in long range responsi- 


Ability is employee training. As with 


the other phases it is given only as a 
reminder and can not be fully covered 
in so brief a time. It differs from the 
other phases in that economy can not 
be its objective, or it is doomed. Econ- 
omy, however, is the result. Training 
has at least two phases; one, initial 
training or training for the new or spe- 
cific job which may include showing 
how the job is to be done, watching it 
being done and correcting the errors as 
they are made; two, and it does not 
differ so much, is continued training, 
and can and should involve a whole 
organization. It is made up of six dis- 
tinct steps known as the management 
formula. This is not new to you, and 
you will have the opportunity to hear 
about it at greater length later in the 
year. The six steps are: (1) Organi- 
zation Clarification, (2) Standards of 
Performance, (3) Individual Analysis, 
(4) Help and Information, (5) 
Sources, (6) Time. If used it will take 
hold as a religion, it will gather size 
and momentum like a snow ball. 


THE COMPANY ATTITUDE 


Let us go on to another of the fac- 
tors in long range money saving, com 
pany attitude. The effect of an answer 
to a simple question may affect the ac- 
tions of an individual in a good many 
other circumstances. It is not a ques- 
tion of whether or not there is an ef- 
fect; it is a question of what the effect 
will be. 

In many offices there seems to be a 
lack of daring, a lack of desire to ex- 
periment, or a lack of facilities for ex- 
perimentation. Every organization ap- 
propriates large sums for advertising, 
not knowing what the returns will be. 
Most concerns have experimental lab- 
oratories for their merchandise. How 
about an appropriation for office ex- 
perimentation ? 

We have no quarrel with people 
who demand accuracy. We admire 
them unless they allow their principle 
to stand in the way of good business. 
It is not good business to spend $5 to 
save 50¢. Sometimes our tolerance is 
too small. For instance, a branch of- 
fice manager of a national concern 


shows me where his branch office can 
save for his company $200 monthly if 
it will tolerate an error which might 
possibly be as high as $5 per month. 
It is not a new idea—it is generally ac- 
cepted industry practice. The gentle- 
man with the final say-so insists that it 
is not good accounting practice and 
therefore can not be used. It may not 
be good accounting practice, but it is 
good production and business practice 
and it would save at least $195 a month 
in just one branch. It is sort of like 
trying to get cream off the top of a 
milk bottle. You have all done that 
some time or other. It takes little cau- 
tion to get let us say two-thirds of the 
cream off, but the next sixth takes 
very painstaking effort. In order to 
get all of it, you would have to invest 
in a cream separator. The cost is too 
great for the results obtained for house- 
hold use. There is no point in main- 
taining or promoting an attitude of ab- 
solute accuracy regardless of cost. 

A few moments ago we talked about 
the investing of time so that it could 
become a money saver. During the 
last few years many of us have felt the 
pressure of additional requirements put 
upon the office force. Some of us may 
now be feeling the results as we main- 
tain shortened hours of work, making 
necessary the addition of personnel. 
On the other hand, mainly as a result 
of company attitude, others are not 
feeling the result so keenly. They are 
the ones who have in the past taken ad- 
vantage of either immediately or held 
in reserve many long range time sav- 
ing ideas, and which now become im- 
mediate money saving ideas. 

We should develop the attitude and 
acquire the reputation among our per- 
sonnel of being neither spendthrifts 
nor pikers. We should compliment on 


savings rather than reprimanding for 


spending. We should nourish in all 
members of our organization that deli- 
cate balance between hard-boiled econ- 
omy and the desire to spend as if it 
were our own. We should teach thrift 
rather than demand economy. 

Money saving ideas are our contti- 
bution to the profit statements of our 
organizations. The dollars contributed 
by virtue of money saving ideas for the 
office are welcome. 








and 
per- 
rifts 
it on 
- for 
1 all 
deli- 
con- 
if it 
hrift 


ntri- 
our 
uted 
r the 





For Controllers Only—A Suggestion 


By Franzy Eakin 


For Controllers Only: ‘‘Scientists, 
More Often Than Economists, Lead 
Way Out of Depressions.” This cap- 
tion to an article in the December issue 
of THE CONTROLLER induced a train 
of thought: 

“Scientist: One versed in science, 
or devoted to scientific study. Science: 
In the wide sense includes (1) science 
proper, embracing (a) exact knowl- 
edge of facts, (b) exact knowledge of 
laws obtained by correlating facts, and 
(c) exact knowledge of proximate 
causes, and (2) philosophy, or the ra- 
tionale by which the facts are ex- 
plained. Controllers are scientists: 
they have at hand an opportunity to 
lead the way.” 

William Shakespeare caused one of 
his characters to say: 

‘There is a tide in the affairs of men, 

Which, taken at the flood, leads on to 

fortune; 

Omitted, all the voyage of their life 

Is bound in shallows and in miseries.” 

With respect to controllers this tide 
has been steadily increasing in volume 
during the past few years. (In recent 
years several addresses at the Annual 
Meetings of The Institute, and articles 
in THE CONTROLLER have directed at- 
tention to the increasing importance of 
the work of controllers and the greater 
opportunity now existing for control- 
lers.) This tide or opportunity is now 
probably near “flood” and may so re- 
main for some time. But controllers 
are not individually nor collectively 
taking advantage of it, and collectively 
are not prepared to take such advan- 
tage. 

One of our great business executives 
has repeatedly said in recent years that 
controllers, because of their intimate 
knowledge of the workings of our 
financial, commercial, and industrial 
enterprises, have a better opportunity 
than others to advance their profes- 
sional standing in matters of business 
reorganization, taxes, sound principles 
of labor, and public relations. The only 
requisite, he points out, is that they 
apply the sound business principles and 


procedures which they so successfully 
use in their individual business enter- 
prises to the larger problems of all in- 
dustry. 

In recent weeks I have read many 
pages discussing the impact of our na- 
tional defense activities upon our econ- 
omy. These have been written by news 
commentators, professional economists, 
some learned statisticians—a few hair- 
brained theorists—and a few top-rank- 
ing business executives. The first four 
classes of writers have expressed con- 
clusions which have been reluctantly 
accepted by the business executives. 
These conclusions have included among 
them the following: 


1. That we can not build a strong de- 
fense and maintain a high standard of 
living; 

2. That the profit motive in business must 
be largely abandoned; 

3. That there is some serious conflict be- 
tween the profit motive and patriotism; 

4. That our capitalistic system has in- 
herent in it some characteristics that 
prevent it from being as productive as 
the totalitarian system of Nazi Ger- 
many. 


All of these conclusions are unsup- 
ported by factual data; however, they 
are very logically supported on a basis 
of some well-phrased and plausible 
suppositions. Any controller who tests 
these conclusions against the facts of 
his individual business enterprise will 
perceive readily that they can not be 
true as to his enterprise; and, if all the 
controllers in The Institute should 
gather together and compare their 
businesses, they would find that these 
conclusions can not be true as to the 
totality of all the businesses that they 
represent. Being untrue in business, 
then they have no foundation in fact. 
Nevertheless, they are influencing the 
thinking of the people generally, and 
are being incorporated into laws and 
regulations by which business operates. 

For Controllers only: In an address 
at the Annual Meeting of the Institute 
on October 5, 1937, I set forth in an 
exploratory way a number of the con- 
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MEETINGS OF CONTROLS 


CINCINNATI 

Topic: “MERIT RATINGS” 

The regular monthly meeting of the 
Cincinnati Control was held at Hotel Alms 
on December 10. A part of the evening 
was devoted to “Merit Rating’ in connec- 
tion ‘with Unemployment Compensation, 
and the second Revenue Act of 1940. Mr. 
Ernest Mitchell, attorney for the Cincinnati 
Gas & Electric Company, spoke on “Merit 
Rating” as applied to the state of Kentucky 
and other states in which the merit rating 
system will become effective in 1941. Im- 
mediately after his address a general dis- 
cussion followed for a period of about 
fifteen minutes. The rest of the evening 
was given over to a round-table discussion 
of the second Federal Revenue Act of 1940, 
under the leadership of Mr. Claude Hupp, 
C. P. A., a member of the Control. 


CLEVELAND 
Topic: “MARKET RESEARCH AND 
ITS IMPORTANCE TO MANAGE- 

MENT” 

Mr. Donald M. Hobart, manager, Divi- 
sion of Commercial Research of The Cur- 
tis Publishing Company, Philadelphia, ad- 
dressed the members of the Cleveland 
Control at its monthly meeting on December 
10 at Hotel Cleveland. His subject was 
“Market Research and Its Importance to 
Management.” He reviewed the development 
of market research in this country over a 
considerable period and its rapid develop- 
ment in the past decade, and indicated the 
contributions that such market research oper- 
ations make to business of all kinds. He also 
furnished a complete picture of the func- 
tionalized setup by which a research or- 
ganization operates; and referred to the 
subject of “Selective Spending in Urban 
America” which points out definite con- 
clusions of importance to management. 


CONNECTICUT 


Topic: “PROFIT SHARING AND EM- 
PLOYEE PENSION PLANS” 

The Connecticut Control held its monthly 
meeting on December 4 at the City Club in 
Hartford. The speaker was Mr. Harry E. 
Seim, vice-president and general manager 
of the Bryant Electric Company of Bridge 
port. He gave an interesting address on 
“Profit Sharing and Employee Pension 
Plans.” 


DAYTON 
Topic: “FEDERAL INCOME TAXES 
FOR CORPORATIONS AND EX- 
CESS PROFITS TAXES” 

A round-table discussion was held at the 
monthly meeting of the Dayton Control on 
December 12 at the Van Cleve Hotel. The 
subject was “Federal Income Taxes for 
Corporations and Excess Profits Taxes’ and 
the discussion leader was Mr. W. H. 
Hunter, head of the tax department of a 





local firm of public accountants. For sev- 
eral years he has devoted his entire time 
to taxes, especially income taxes, and is 
thoroughly familiar with the provisions of 
the second Revenue Act of 1940. The 
meeting gave the members an opportunity 
to discuss their problems and to receive ex- 
pert advice with respect to solving them. It 
was a very fine and enthusiastic meeting, 
well planned, and conducted in an excel- 
lent manner. 


DETROIT 
Topic: “SOCIAL COST ACCOUNT- 
ING FOR OUR CHILDREN” 

On December 19 at the Detroit Leland 
Hotel the Detroit Control held a joint 
meeting with two other local organizations. 
Mr. John E. Hearst, controller of the S. S. 
Kresge Company, and president of the De- 
troit Control, was chairman of the meet- 
ing and introduced Lent D. Upson, Ph.D.., 
as the speaker of the evening. His address 
was on “Social Cost Accounting for Our 
Children.” He was well qualified to speak 
on this vitally interesting subject, since he 
is director and secretary of the Detroit Bu- 
reau of Governmental Research, Inc., and 
director of the School of Public Affairs and 
Social Work of Wayne University. 


DISTRICT OF COLUMBIA 


Topic: “CONTRACTS AND FINAN- 
CING IN NATIONAL DEFENSE 
PROCUREMENT” 

The regular meeting of the District of 
Columbia Control was held at the Carlton 
Hotel on December 18 with President F. H. 
Kenworthy presiding. He introduced Mr. 
David Cobb, counsel of the National De- 
fense Commission, and an associate of Mr. 
Leon Henderson, who delivered a very in- 
teresting and enlightening address on “Con- 
tracts and Financing in National Defense 
Procurement.” At the close of his address 
members and guests asked Mr. Cobb many 
questions and a lively and lengthy discus- 
sion followed. Mr. Cobb covered this sub- 
ject in a comprehensive manner and it was 
unanimously agreed that the meeting had 
been extremely beneficial. Mr. Cobb was 
given a rising vote of thanks for his fine 
contribution. 


INDIANAPOLIS 

Topic: JOINT MEETING 

The Indianapolis Control held a joint 
meeting with another local organization on 
December 11 at the Antlers Hotel. 


KANSAS CITY 
Topic: “PROFIT SHARING _ BE- 
TWEEN EMPLOYERS AND EM- 

PLOYEES” 

In a time of rising prices the question 
of adjusting salaries to cost of living and 
profits sometimes becomes involved. Profit 
sharing is one answer and the subject is 
of prime importance to most companies 
The monthly meeting of the Kansas City 
Control which was held on December 9 
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at the Kansas City Club was devoted to 
Profit Sharing Between Employers and 
Employees.” The technical chairman was 
Mr. Oscar D. Nelson, treasurer and gen- 
eral manager of the Butler Manufacturing 
Company, a director of the Control. The 
speaker was Mr. Fred A. Rufi, director and 
secretary of the Butler Manufacturing Com- 
pany. He has made an intensive study of 
this subject for his company, has investi- 
gated methods tried by various concerns, 
and has studied government reports. It 
was a most profitable evening for all. 


LOS ANGELES 
Topic: CHRISTMAS PARTY 


The December meeting of the Los An 
geles Control was in the form of a Christ- 
mas Party. It was held at the Biltmore 
Hotel on December 19. The special en- 
tertainment for the evening was in charge 
of Messrs. Homer Ludwig, The Firestone 
Tire and Rubber Company, and Fred 
Brown, Macco Construction Company, who 
provided some real talent with ability in all 
directions to suit all controllers. 


MILWAUKEE 

Topic: “REPORTS TO MANAGE- 

MENT BY THE CONTROLLER” 

Mr. Edmond S. La Rose, controller, 
Bausch & Lomb Optical Company, Roches- 
ter, New York, and a member of the Roch- 
ester Control of The Institute, was the 
speaker at the monthly meeting of the Mil- 
waukee Control which was held on Decem- 
ber 12 at the University Club. Mr. La Rose 
is well known to the members of The 
Institute for his addresses on Budgeting, 
Internal Control of Costs, Inventory Meth- 
ods, Incentives, Overhead Control and _re- 
lated subjects. It will be recalled that he 
gave the main address of the morning ses- 
sion of the first day’s program at the An- 
nual Meeting of The Institute at New 
York in September, 1940. Mr. La Rose's 
address to the members of the Milwaukee 
Control was on “Reports to Management 
by the Controller.” The meeting was largely 
attended and Mr. La Rose’s address was 
received most enthusiastically. 


NEW ENGLAND 


Topic: “TYPES OF REPORTS FOR 
SUPERVISORY PERSONNEL” 


The subject at the monthly meeting of 
the New England Control which was held 
on December 17 at the Boston City Club 
was “Types of Reports for Supervisory 
Personnel.” It had to do with forms and 
methods of presentation of vital informa- 
tion to the management. The speaker was 
Mr. Harry E. Howell, controller of the 
Grinnell Company. He is a certified public 
accountant and a member of the Massachu- 
setts Bar and has been active for several 
years in business associations. This sub- 
ject is his specialty and his presentation 
was stimulating and helpful. A lively dis 
cussion followed his address. 
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NEW YORK CITY 

Topic: LUNCHEON CONFERENCES 

The regular monthly meeting of the New 
York City Control was omitted in Decem- 
ber. Instead, the Program Committee ar- 
ranged a series of luncheon conferences as 
a new service for members. These confer- 
ences were for discussion of subjects of in- 
terest to special groups, as contrasted with 
the addresses on subjects of wide general 
interest usually presented at the regular 
monthly dinner meetings. Average attend- 
ance at the conferences was thirty. They 
were most successful. The largest attendance 
was thirty-eight. 

The following conferences were held at 
Hotel Shelton on Tuesdays at 12:30 P.M.: 
November 26, ‘Foreign Investment Losses, 
Known and Undetermined.” Mr. Riche H. 
Johnson, of the Socony-Vacuum Oil Com- 
pany, Inc., acted as chairman and Mr. Henry 
F. Elberfeld of the Colgate-Palmolive-Peet 
Company, as discussion leader. December 
3, “Government Contracts for National De- 
fense: Amortization of Plant Facilities.” 
Mr. E. A. Clancy, assistant controller of the 
New York Central System, presided and 
Professor Frederic W. Kilduff, of the faculty 
of New York University, acted as discussion 
leader. December 10, “Tax Problems In- 
cidental to Closing Books for Current 
year,” with Mr. Saint Clair Walsh, of the 
tax department of Barrow, Wade, Guthrie 
& Company, as the discussion leader. De- 
cember 17, “Taxes Other Than Federal In- 
come and Excess Profits Taxes,’ with Mr. 
G. Thorkilsen of the Colgate-Palmolive- 
Peet Company as discussion leader. Mr. 
Clancy presided also at these latter confer- 
ences. 

On January 23 the regular monthly din- 
ner meeting of the Control will be held at 
Hotel Shelton. 


PHILADELPHIA 
Topic: “FEDERAL INCOME AND 
EXCESS PROFITS TAXES” 

The Program Committee of the Phila- 
delphia Control, through its chairman, Mr. 
Mark Z. McGill of the Collins & Aikman 
Corporation, arranged for the December 
meeting of the Control to be devoted to a 
discussion of questions and answers relat- 
ing to federal income and excess profits 
taxes. Each member was asked to submit 
pertinent questions regarding this broad 
subject, and copies were forwarded to the 
group of tax authorities representing three 
fields, namely: William R. Spofford, from 
the legal standpoint; Mr. Mark Richardson, 
C.P.A., from the standpoint of the public 
accountant; and Mr. William M. Carney, a 
member of the Control, from the stand- 
point of the industrial executive. The meet- 
ing was held on December 5 at the Penn 
Athletic Club. The chairman was Mr. J. 
Norvelle Walker, controller of the Royal 
Oil and Gas Corporation. 


ROCHESTER 
Topic: “BUSINESS FORECAST FOR 
44" 


In order to set up 1941 budgets, a sound 
forecast of what may be expected is prac- 
tically a “must” for all controllers. At 
the monthly meeting of the Rochester Con- 
trol which was held on December 30 at 
the Rochester Club, Mr. E. S. La Rose, con- 
troller of the Bausch & Lomb Optical Com- 
pany, was discussion leader on the sub- 
ject “Business Forecast for °41.’” Mr. 
La Rose’s success in accurately forecasting 
trends in prior years was the best guaran- 
tee that his 1941 forecast would be of in- 
estimable assistance to the members. It 
was a most important meeting. 


SAN FRANCISCO 

Topic: CHRISTMAS PARTY 

Absolutely no speeches! No taxes! No 
worries! The members of the San Francisco 
Control held their Christmas Party on De- 
cember 20 at Bal Tabarin, San Francisco. 
Festivities began at 7:30, with dinner at 
8:30, and the floor show at 9:30. Presents 
were distributed, but those who chose to 
do so brought additional gifts carrying spe- 
cial significance. It can be said truthfully 
that it was a sparkling evening for all, given 
over to fun, frolic and fellowship. 


SYRACUSE 

Topic: “EXCESS PROFITS TAX” 

At the monthly meeting of the Syracuse 
Control on December 17 at the Syracuse 
Industrial Club, a round-table discussion 
on “Excess Profits Taxes” was carried over 
and continued from the November meeting. 
Member J. W. Crosby of the Will and 
Baumer Candle Company, was the discus- 
sion leader again. The subject and dis- 
cussion proved to be very interesting. After 
the meeting a social hour followed which 
permitted the members to enjoy the Yule 
tide Spirit and to extend to each other 
wishes for a Happy New Year. 


TWIN CITIES 

Topic: NONE 

In lieu of the regular monthly business 
meeting, Mr. Rome Sexton, a director of the 
Control, entertained the members and 
guests of the Twin Cities Control at the 
Minneapolis Brewery on Tuesday evening, 
December 3. Refreshments and supper 
were furnished by the brewery and the ar- 
rangements included entertainment for all. 


BALTIMORE 
Topic: “A BUSINESS FORECAST FOR 
1941” 

The Baltimore Control held a monthly 
meeting on December 11 at Lord Baltimore 
Hotel. Mr. Allen H. Ottman, economist 
of Bausch & Lomb Optical Company, Roch- 
ester, New York, was the speaker. His 
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subject was ‘‘A Business Forecast for 1941” 
and he presented material concerning (1) 
preparation of a general business forecast, 
(2) its interpretation into a company sales 
forecast, and (3) a corporate budget sys- 
tem. The meeting was exceptionally in- 
teresting and productive. Mr. Arthur R. 
Burbett, controller of First National Bank, 
Baltimore, and president of the Control, 
was chairman. Plans were made for a meet- 
ing to be held on January 8, and Messrs. 
Davis and Nagell will have charge of the 
program. The subject chosen is ‘The Base 
Period of Figuration on Income and In 


vested Capital Methods.” 


BUFFALO 

Topic: “THE OUTLOOK FOR 1941” 

The Buffalo Control held its regular 
monthly meeting on December 3 at the 
Buffalo Club. The speaker was Mr. 
Charles H. Diefendorf, executive vice-pres- 
ident of the Marine Trust Company of Buf- 
falo, and his subject was “The Outlook for 
1941.” Due to the timeliness of the topic 
and the excellence of the speaker, each mem- 
ber was invited to bring with him as a 
guest the executive of his company who is 
responsible for policy-making decisions. 


CHICAGO 


Topic: ANNUAL CHRISTMAS CELE- 
BRATION 


The Christmas Party of the Chicago Con- 
trol was held on December 17 at the Fred 
Harvey Embassy Room and was in the 
capable hands of the Program Committee 
Chairman, Mr. Edwin W. Burbott. He was 
ably assisted by Messrs. Miller Adams and 
Martin Keagy. A new record was made 
in all things that go to make an enjoyable 
occasion, and nothing was allowed to in- 
terfere with good fellowship, fun, and fri- 
volity. There was plenty of room and table 
space for all because the Committee had 
reserved the entire lower level of Fred 
Harvey’s Restaurant for the evening. 

On December 10 a technical discussion 
meeting was held under the direction of the 
Technical Committee of the Control. Chair- 
man Robert D. Campbell, Horder’s, Incor- 
porated, presided. The subjects for dis- 
cussion related to company policies on 
“Vacations, Sick Leaves, Draftees Under De- 
fense Training Act’’ and the like. The dis- 
cussion leader was member J. M. Gibbons 
of the Standard Cap and Seal Corporation. 
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Voluntary Priorities May Soon 


Become Compulsory 
By John F. Chapman 


Speaking to the Philadelphia Con- 
trol on January —, 1941, Mr. John F. 
Chapman, foreign news editor of 
Business Week, after reviewing the 
course of the war, in a speech entitled 
“The World Crisis and American 
Business,” said: 

‘American business is already in this 
war. We are spending now on defenses 
at the rate of $500,000,000 a month, 
and. this rate will be doubled by the 
end of the year. We are headed for 
the biggest business boom this country 
has known, but, because of wartime 
taxes, it will not be the most profitable 
one for many companies. 

“We have a system of voluntary 
priorities which in the next few weeks 
will become compulsory in a growing 
number of fields. 

“National defense has been the big- 
gest thing in business for the last six 
months. But we have just made a 
start on defense. We voted $15,000,- 
000,000 last year to make a start at 
becoming the “arsenal of democracy.” 
We will appropriate twice that amount 
this year if we see, as we go along, 
that it is going to cost that much to win 
this war. Hitler spent $36,000,000,- 
000 just getting ready for this struggle. 

“Up to the beginning of this year, 
the war to most of us meant merely 
moderately higher taxes, some fairly 
active price changes, a widespread sys- 
tem of voluntary priorities in half a 
dozen industries, and a mounting 
tendency to lay in stocks of raw ma- 
terials on a six months’ rather than a 
six weeks’ basis. 

“But beginning two weeks ago the 
whole aspect changed. The United 
States is now definitely headed for a 
wartime economy. Executives should 
prepare themselves for the drastic 
changes they have seen in the British 
way of doing business since last May. 
With our greater self-sufficiency and 
vast factory capacity we are likely to 
avoid rationing for much longer than 
Britain was able to. But we will have 


a touch of it before the year is over 
in many lines. The demands which will 
be made on us will be gauged not alone 
by our needs, but by Britain’s. That 
is why we cannot know definitely what 
they will be until we see how Britain 
weathers the ordeal of the next few 
months.” 


For Controllers Only 
(Continued from page 37) 
tributions which controllers, collec- 
tively, can make to the solution of our 
national problems. In the foregoing I 
have tried to indicate the outlines of 
this broader field of activity. The pur- 
pose of this brief exposition is to em- 
phasize the importance of a suggestion 

I now make: 


That the officials of the Controllers 
Institute of America appoint a small com- 
mittee and instruct it to determine the 
desirability and possibility of preparing a 
statement of business principles which is 
applicable to the totality of our business 
affairs. 


Such a statement supported by the 
authority of The Controllers Institute 
of America would make a timely and 
important contribution to the solution 
of our problems of national defense 
and of the relation of Government and 
Business. 


Financial Executive—Controller 


Available at $12,000-$15,000. In the 
three controllerships of manufacturing 
companies held during the past twelve 
years this man has assumed responsibility 
for a large part of the duties which us- 
ually fall to the treasurer, as well as per- 
forming those of a controller. He is quali- 
fied by training and experience to per- 
form the functions of financial vice presi- 
dent, treasurer or controller of any 
medium-to-large corporation. The com- 
plexity of the organization and number of 
subsidiaries, whether domestic or foreign, 
are immaterial. For nine years was con- 
nected with one of the best-known public 
accounting firms in the country and was 
entrusted with a wide variety of assign- 
ments. Is a certified public accountant (New 
York and New Jersey), graduate of uni- 
versity (School of Commerce), 49 years 
old, and will locate anywhere. Available 
immediately. Address No. 361, “The Con- 
troller.” 





— BOOK REVIEW 











FEDERAL TAX HANDBOOK, _ 1940- 
1941, by Robert H. Montgomery, C.P. A. 
The Ronald Press Company, New York. In 
two volumes. $17.50. 


These handbooks by Colonel Montgomery 
have won an unique place for themselves in 
business circles, and have become prac- 
tically ‘‘must’’ reading for controllers, pub- 
lic accountants, and others who are charged 
with the responsibility of preparing tax 
programs, of making tax returns, and of 
dealing with the Internal Revenue Bureau 
from year to year. The confusion that ex- 
ists today over what recent revenue enact- 
ments really mean makes this year’s Hand- 
book doubly welcome. 

The two volumes. contain more than 
2,000 pages. Volume I contains twenty 
chapters on Income and Deductions (Part 
1), five chapters on Methods, Bases and 
Rates (Part 2), and four chapters on In- 
come Tax Returns and Administration 
(Part 3). 

Volume II contains six chapters on Cor- 
poration Taxes (Part 4), three chapters 
on Miscellaneous Federal Taxes (Part 5), 
four chapters on Income Tax on Estates 
and Trusts (Part 6), six chapters on The 
Estate Tax (Part 7), two chapters. on The 
Gift Tax (Part 8) and one chapter on 
Methods of Estate Distribution (Part 9). 
Indexes include Table of Law Sections, Reg- 
ulations, Treasury Department Rulings, De- 
cisions of U. S. Board of Tax Appeals and 
Courts, and General Index. 

Preparation of the vast amount of new 
material which has been presented in this 
edition was a burden carried by the author's 
legal and accounting associates over a pe- 
riod of many months. 


Reviewed by HarveEY M. KELLEY. 


L. D. Parmelee, Vice President 
A. G. W. I 


Mr. Lewis D. Parmelee, controller of 
the Atlantic Gulf & West Indies Steam- 
ship Lines since 1932, has been elected 
executive vice-president of the company. 
The company operates the Clyde-Mallory 
Lines in the coast-wise trade between At- 
lantic and Gulf ports; the Porto Rico 
Line between New York and Puerto Rico 
and the Dominican Republic; and the 
Cuba Mail Line between New York and 
Cuba and Mexico. He joined the organ- 
ization eight years ago after serving with 
the old United States Shipping Board for 
a number of years in various capacities, 
including that of trustee of the Merchant 
Fleet Corporation. 

Mr. Parmelee is a national director of 
The Controllers Institute of America, 
chairman of the Wages and Hour Com- 
mittee of The Institute during 1939-1940, 
and vice-president of the New York City 
Control of The Institute. His certificate 
of membership is Number 705. 
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oe USES SEVERAL TYPES OF 
UNDERWOOD ELLIOTT FISHER 
ACCOUNTING MACHINES IN 
\TS ACCOUNTING OFFICES 
WANDLES TREMENDODY 
VOW ME OF CUSTOMERS 
ACCOUNTS WATH 
SPEED, EASE AND 
ACCURACY 
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Sundstrand Ac- 
counting Machines of 

thetypeusedbyTheTexas 
Company. With only 10 
numeral keys and an array 
of time-saving, automatic 
features, these machines permit 
the top speed posting essential to 
handling statements and other ac 
counting details on time 





OU'D expect an organization such as The 
Texas Company to select accounting 


Elliott Fisher make a number of types of ac- 
counting machines . . . and then maintains a 





machines with plenty of pick-up and pep... 
wouldn’t you? The idea of handling gasoline 
and oil accounting on slow, outmoded machines 
simply doesn’t fit. 

In a chain of busy Texaco Accounting Offices, 
Underwood Elliott Fisher Accounting Machines 
speed along in high gear posting customers 
accounts and preparing statements in one opera- 
tion, getting them into the mails on time. 

Just as The Texas Company makes more than 
one kind of motor fuel so does Underwood 


UNDERWOOD -ELLIOTT 
ACCOUNTING MACHINES 


nation-wide corps of accounting specialists to 
show business how to use them. 

No matter what your accounting problem may 
be, let Underwood Elliott Fisher cooperate with 
your own accounting staff in solving it. Just tele- 
phone our nearest Branch orwriteto Headquarters. 


Accounting Machine Division . . UNDERWOOD 
ELLIOTT FISHER COMPANY .. . Accounting 
Machines, Typewriters, Adding Machines, Carbon 
Paper, Ribbons and other Supplies, One Park 
Avenue, New York . . Sales and Service Everywhere. 
Underwood Elliott Fisher Speeds the World’s Business 


FISHER-SUNDSTRAND 





Copyright 1939 
Underwood Elliott Fisher Company 














More Than 100 Different ALLEN WALES Models 
More Than 400 Distributing Points in U.S. A. 
More Than 600 Percent Increase in Sales 

|Get W oX- Wa wo c=) a oD A -Y0 0 ¢-) 


These Figures .Nc- ©) a besh oloyeconslo:- Me Komw.Ul| 
Usets (oy a solo bbelom\ylocelebbel=rs 


Manufactured Since 1903 ALLEN WALES 
Machines Are Recognized For Their 
ACCURACY—SPEED and DEPENDABILITY 


IY Koyo (=) aw c- We Wicesllode)(- im meyasahi-ja'am bao! MO) m 

z ; : : ur Low Priced 
Business Covering The Widest Possible ae ee 
Range of Requirements 


Machines Are Priced From $75.00 And Our Nearest Agency Will Be Glad 
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ALLEN WALES ADDING MACHINE CORPORATION 


444 Madison Avenue, New York, N.Y. 
SALES AND SERVICE IN 400 AMERICAN CITIES AND IN 40 FOREIGN COUNTRIES 
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